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U.S.  TRADE  POLICY 


WEDNESDAY,  MARCH  2,  1994 

House  of  Representatives, 
Committee  on  Foreign  Affairs, 

Washington,  DC. 

The  committee  met,  pursuant  to  call,  at  10:04  a.m.  in  room  2172, 
Rayburn  House  Office  Building,  Hon.  Lee  H.  Hamilton  (chairman) 
presiding. 

Chairman  HAMILTON.  The  committee  will  come  to  order. 

It  is  with  a  great  deal  of  pleasure  that  we  welcome  to  the  Com- 
mittee on  Foreign  Affairs  the  Honorable  Mickey — Michael — Kantor, 
the  U.S.  Trade  Representative. 

The  past  year  has  been  an  extraordinary  year  of  achievement  for 
U.S.  trade  policy.  Three  major  developments  have  bolstered  our 
international  economic  interests — the  approval  of  NAFTA,  the 
APEC  summit,  and  the  conclusion  of  the  Uruguay  round.  Each  of 
these  developments  was  the  product  of  efforts  by  several  U.S.  ad- 
ministrations. None  would  have  met  with  success  without  the  Clin- 
ton administration's  vital  contributions,  and  Ambassador  Kantor 
deserves  a  large  share  of  any  credit  that  is  due. 

A  decade  ago,  the  appearance  of  America's  chief  trade  negotiator 
before  this  committee  would  have  been  highly  unusual,  but  times 
have  changed.  Trade  and  other  international  economic  concerns  are 
now  central  to  American  foreign  policy.  An  activist  trade  policy  and 
innovative  export  promotion  efforts  are  critical  parts  of  U.S.  foreign 
policy. 

Today,  almost  every  one  of  our  key  bilateral  relationships  has  a 
major  trade  component.  We  are  grappling  with  tough  trade  issues 
in  every  relationship — with  Mexico,  Canada,  Europe,  and  Japan. 
Trade  policy  is  no  longer  the  cousin  of  foreign  policy,  nor  is  it  mere- 
ly an  adjunct  of  foreign  policy.  Trade  policy  and  foreign  policy  are 
now  often  inseparable.  That  has  risks  as  well  as  advantages.  Our 
relationships  with  Japan  and  other  countries  have  importance  well 
beyond  trade. 

So  while  we  now  raise  trade  issues  to  the  highest  level  in  our 
dealings  with  other  countries,  we  need  to  take  care  not  to  damage 
other  aspects  of  the  relationships  upon  which  we  depend.  We  must 
always  seek  a  proper  balance  between  our  trade  concerns  and  our 
security  and  human  rights  concerns. 

Ambassador  Kantor,  we  thank  you  for  meeting  with  us  today.  We 
look  forward  to  your  testimony.  I  notice  that  Ambassador  Rufus 
Yerxa,  your  deputy,  is  with  you.  We  are  delighted  to  have  him  here 
as  well. 

(l) 


You  have  an  extended  statement  which,  of  course,  will  be  entered 
into  the  record  in  full,  which  is  a  polite  way  of  saying  we  hope  you 
don't  read  all  of  it  to  us.  Just  summarize  it  briefly,  if  you  would, 
and  we  will  proceed  to  questions. 

STATEMENT  OF  HON.  MICHAEL  KANTOR,  U.S.  TRADE 

REPRESENTATIVE 

Ambassador  Kantor.  Thank  you  very  much,  Mr.  Chairman.  I  ap- 
preciate your  kind  remarks  and  am  fully  supportive  of  what  you 
said. 

I  am  grateful  to  the  committee  that  you  would  allow  Ambassador 
Yerxa  to  sit  with  me.  He  was  our  Ambassador  in  Geneva,  as  you 
know. 

In  the  last  4  years  preceding  this  administration 

Mr.  GEJDENSON.  Mr.  Ambassador,  if  you  will  pull  the  silver  mike 
a  little  closer  to  you,  that  will  be  great. 

Chairman  Hamilton.  Yes.  Good. 

Ambassador  Kantor.  You  caught  me  at  my  trick.  I  was  trying 
to  make  sure  you  didn't  hear  me,  Mr.  Gejdenson,  but  I  couldn't  get 
away  with  that. 

Ambassador  Yerxa  has  spent  countless  hours  in  such  an  effective 
way  in  making  sure  that  the  largest  trade  agreement  in  history, 
the  Uruguay  round,  came  to  fruition,  and  I  thought  it  only  appro- 
priate that  ne  be  here  at  the  table,  one,  because  of  that  incredible 
contribution  that  he  has  made;  two,  because  he  is  now  the  deputy 
USTR;  and  three,  because  I  think  the  committee  might  want  to 
hear  from  him  on  a  number  of  subjects  as  well  as  from  me,  and 
so  I  appreciate  your  allowing  him  to  do  that. 

TRADE  AND  ECONOMIC  SECURITY 

One  thing  you  said,  Mr.  Chairman — and  I  will  summarize  my  re- 
marks, and  I  appreciate  your  putting  the  whole  statement  in  the 
record,  and  I  will  not  read  the  whole  statement — I  hope  I  don't  dis- 
appoint Mr.  Lantos.  He  was  expecting  my  hour  and  a  half  oration 
on  agricultural  subsidies,  but  I  won't  do  that  this  morning. 

Our  economic  security  truly  has  become  synonymous  with  our 
national  security,  Mr.  Chairman,  and  that  is  what  you  have  indi- 
cated. This  administration  not  only  believes  it  but  has  acted  upon 
that.  It  is  a  pleasure  to  be  here  today  to  discuss  several  aspects  of 
trade  which,  of  course,  are  products  of  the  recognition  of  that 
central  fact. 

The  Uruguay  round  agreement,  the  implementation  of  NAFTA, 
or  the  North  American  Free  Trade  Agreement,  the  Japanese  frame- 
work discussions,  and  our  relations  with  China — obviously,  we 
would  be  willing  to  discuss  any  other  subject  that  you  or  the  mem- 
bers of  this  committee  would  like  to  raise,  including  our  relations 
with  the  European  Union,  Latin  America  policy,  our  policy,  our 
current  concerns  with  the  French  over  the  importation  of  fish, 
which  has  become  a  concern  of  ours,  and  a  deep  one. 

This  administration  views  the  efforts  to  open  foreign  markets 
and  expand  trade  as  one  of  its  highest  priorities  and  essential  to 
the  economic  health  of  the  country.  Trade  policy  is  an  important 
part  of  the  President's  strategy  for  strengthening  not  only  our  for- 
eign economic  security  but  our  domestic  economic  security.  It  is  es- 


sential  that  we  work  to  ensure  that  we  create  jobs,  reverse  the  de- 
cline in  real  wages,  and  maintain  and  build  our  competitive  posi- 
tion regarding  not  only  the  Europeans  and  the  Japanese  but  of 
course  all  the  other  emerging  economic  powers  in  the  world. 

TRADE  AGREEMENTS  CONCLUDED 

The  President  has  spent  an  extraordinary  amount  of  time  in 
1993  to  great  effect  and  deserves  all  the  credit  for  the  completion 
of  the  Uruguay  round  after  IV2.  long,  frustrating,  and  tiring  years; 
the  North  American  Free  Trade  Agreement  with  the  side  agree- 
ments on  labor  and  the  environment,  which  is  historic  and  created 
the  largest  single  market  in  the  world;  the  establishment  of  the 
Japanese  framework  which,  is  of  course,  a  subject  of  some  discus- 
sion now;  the  Asia  Pacific  Economic  Cooperation  Forum  which  for 
the  first  time  is  a  trade  and  investment  framework  which  the 
President  led  in  his  meetings  where  the  heads  of  state  of  all  but 
one  of  the  Asian  Pacific  nations  were  members  of  that  organization; 
and  of  course  we  have  enforced  our  trade  laws  and  trade  agree- 
ments, and  I  can't  emphasize  that  enough,  Mr.  Chairman.  Half  our 
job  is  to  enforce  existing  agreements  and  our  laws  to  ensure  that 
we  truly  keep  markets  open  and  make  trade  what  it  has  not  been 
for  so  long,  a  two-way  street;  it  is  not  a  one-way  street  where  the 
American  markets  remain  open  and  others  do  not  have  comparable 
access  to  their  markets. 

URUGUAY  ROUND  AGREEMENT 

For  other  nations  to  enjoy  the  great  opportunities  here  in  the 
U.S.  market,  they  must  accept  the  responsibility  for  opening  their 
markets.  The  Uruguay  round  trade  agreement  is  the  longest,  most 
comprehensive  trade  agreement  in  history.  The  existing  GATT  sys- 
tem is  incomplete,  is  not  completely  reliaole  and  is  not  serving  our 
interests  as  well  as  it  should.  The  new  agreements  ensure  Amer- 
ican workers  are  trading,  as  I  said,  on  a  two-way  street.  They  bene- 
fit from  this  new  globalized  economy  where  26  percent  of  our  gross 
domestic  product  is  tied  up  in  trade,  $1.6  trillion,  and  they  can  sell 
their  products  and  services  abroad,  and  they  can  compete  on  a  level 
playing  field. 

It  will  cut  foreign  tariffs  on  manufactured  goods  by  over  one- 
third,  about  37  percent.  It  is  the  largest  reduction  in  history.  It  will 
improve  the  protection  for  intellectual  property  for  U.S.  entre- 
preneurs in  industries  such  as  pharmaceuticals,  computer  software, 
audiovisual,  and  other  areas.  It  will  ensure  open  foreign  markets 
for  U.S.  exporters  of  services  such  as  accounting,  advertising,  com- 
puter services,  tourism,  engineering,  and  construction,  and  greatly 
expand  export  opportunities  for  us  in  agricultural  products  by  re- 
ducing export  subsidies  and  internal  subsidies,  and  also  then  re- 
ducing the  various  nontariff  barriers  that  were  keeping  our  prod- 
ucts from  being  competitive  in  other  markets. 

It  will  assure  that  developing  countries  live  by  the  same  trade 
rules  as  developed  countries.  There  will  be  no  free  riders  under  this 
agreement.  It  creates  an  effective  set  of  rules  for  prompt  settlement 
of  disputes.  It  opens  a  dialogue  on  trade  and  the  environment  for 
the  first  time  in  any  multilateral  discipline,  which  I  think  is  criti- 
cal. 


This  agreement  will  not  impair  the  effective  enforcement  of  our 
laws.  It  will  not  limit  the  ability  of  the  United  States  to  set  its  own 
environmental  and  health  standards,  which  is  something  we  fought 
for  until  literally  the  final  hours  and  were  able  to  obtain  in  Gene- 
va, and  will  not  erode  the  sovereignty  of  the  United  States  to  pass 
its  own  laws,  and  I  think  that  is  a  critical  element. 

The  original  rules  under  the  so-called  draft  final  act  or  Dunkel 
text  would  have  been  of  grave  concern  at  least  to  this  administra- 
tion and  I  believe  to  most  members  of  this  committee,  because  it 
would  have  had  some  ill  effect  on  the  potential  sovereignty  of  this 
country,  and  those  were  changed.  The  Uruguay  round  agreement 
will  create  a  new  organization.  The  World  Trade  Organization  will 
support  a  fair  global  trading  system  into  the  next  century. 

We  have  improved  existing  trade  rules,  extended  the  rules  to 
cover  new  areas  of  trade,  and  strengthened  the  procedures  to  en- 
force the  rules,  including  strengthening  section  301  to  ensure  that 
multilateral  rules  are  enforced  and  preserve  section  301  in  those 
areas  where  either  it  is  not  a  World  Trade  Organization  covered 
sector  or  country,  and  so  we  will  be  able  to  continue  to  use  301, 
which  is  an  effective  tool  of  U.S.  trade  policies. 

We  have  not  weakened  our  antidumping  or  countervailing  duty 
laws,  and  they  will  continue  to  be  the  most  important  and  most  ef- 
fective response  to  dumping  in  subsidies  that  injure  our  industries. 

WORLD  TRADE  ORGANIZATIONS 

The  World  Trade  Organization  plays  on  the  strengths  of  our 
economy.  For  example,  in  market  access,  industrial  tariffs  will  be 
lowered  with  Europe,  for  instance,  at  50  percent  and  with  Japan 
the  bound  rates  are  lowered  by  almost  80  percent,  50  percent  from 
the  applied  rate.  So  it  is  major  reductions  in  tariff  barriers. 

In  agriculture,  I  mentioned  the  barriers  will  come  down,  and  we 
will  be  much  more  competitive  as  a  result.  In  services,  the  World 
Trade  Organization  will  extend  fair  trade  rules  to  a  sector  that  en- 
compasses 60  percent  of  our  economy  and  70  percent  of  our  jobs. 
We  lead  the  world  in  this  sector  with  nearly  $180  billion  in  exports 
annually  which  will  be  ensured  by  these  new  rules. 

While  in  certain  areas  such  as  communications  and  financial 
services,  the  United  States  did  not  obtain  the  kind  of  market  access 
commitments  we  were  seeking,  we  kept  our  leverage  by  refusing  to 
grant  MFN  treatment  to  our  trading  partners.  It  protects  intellec- 
tual property,  as  I  mentioned  before. 

The  NAFTA,  as  all  of  you  know,  comes  into  effect  on  January  1. 
Mexico  now  accords  about  50  percent  of  our  exports  duty-free  treat- 
ment. Remaining  Mexican  tariffs  on  our  goods  will  be  reduced  over 
the  next  10  years.  We  have  also  implemented  the  Commission  on 
the  Environment  and  Labor,  and  they  will  have  meetings  in  March 
and  April,  their  initial  meetings. 

TRADE  RELATIONS  WITH  JAPAN 

Mr.  Chairman,  I  will  bring  you  up  to  date  on  Japan.  I  know 
there  probably  will  be  a  number  of  questions,  so  I  won't  go  on  at 
length  about  our  situation  with  Japan  right  now.  Let  me  just  make 
a  couple  of  introductory  comments  and  leave  it  at  that,  and  we  can 
come  back  to  the  framework  discussions. 


Japan  in  1993  enjoyed  a  world  trade  surplus  of  $132  billion,  al- 
most $60  billion  with  our  country.  But  even  if  we  had  a  trade  sur- 
plus with  Japan,  the  content  of  our  trade  with  them  and  the  way 
their  markets  are  not  open  to  our  products  in  critical  sectors  would 
still  be  a  major  problem,  and  this  administration  would  still  be 
pursuing  framework  agreement  and  a  policy  to  open  Japanese  mar- 
kets in  these  sectors. 

Truly  the  trade  deficit  with  Japan  is  not  as  critical  as  the  per- 
nicious effect  that  closed  markets  have  on  both  our  economy  and 
on  our  most  competitive  sectors,  and  so  as  we  discuss  the  frame- 
work, we  ought  to  keep  that  in  mind.  Yes,  the  trade  imbalance  has 
an  effect  economically  not  only  on  our  country  but  on  the  world, 
but  that  has  both  macroeconomic  aspects  and  sectorial  aspects.  But 
our  drive  to  open  up  Japanese  markets  would  be  there  whether  or 
not  we  had  a  trade  imbalance  with  Japan. 

I  will  also  be  glad  to  cover  the  Motorola  cellular  case.  As  you 
know,  on  February  15,  just  4  days  after  the  framework  discussions 
ended  because  Japan  did  not  live  up  to  its  obligations  under  that 
agreement,  we  cited  Japan  for  failing  to  live  up  to  its  obligations 
under  the  cellular  telephone  agreement.  I  will  be  happy  to  review 
the  facts  of  that  case.  I  think  it  is  a  classic  case  of  how  the  Japa- 
nese system  has  worked  to  keep  the  most  competitive  cellular  tele- 
phone product  in  the  world  made  by  Motorola  headquartered  in 
Chambersburg,  Illinois,  with  their  systems,  much  of  which  is  made 
is  Piano,  Texas,  by  Digital  Systems  Corporation — kept  that  out  of 
the  market  for  years  as  the  Japanese  allowed  themselves  to  catch 
up  with  our  technology. 

TRADE  AS  FOUNDATION  FOR  U.S.  PROSPERITY 

I  would  also  be  pleased  to  cover  our  concerns  with  China  and 
some  progress  we  have  made  in  opening  their  markets  as  well  as 
discuss  any  other  matters,  including  our  relations  with  the  Euro- 
pean Union,  with  Latin  America,  our  enforcement  of  trade  laws, 
and  trade  treaties. 

Our  goal  in  all  of  these  efforts  is  the  same,  to  lay  the  foundation 
for  prosperity  for  the  years  ahead  into  the  next  century.  Trade  is 
not  abstract.  Our  success  or  failure  in  opening  markets  and  creat- 
ing new  opportunities  will  be  felt  in  the  workplace  and  in  people's 
homes  and  has  a  real  impact  on  the  lives  of  millions  of  people  in 
this  country,  and  we  in  this  administration  have  never  forgotten 
what  we  do  has  an  impact  on  people  working  at  Quality  Coils  in 
Stonington,  Connecticut,  or  in  Quaker  Fabrics  in  Fall  River,  Mas- 
sachusetts, or  in  Keever  Plastics  in  Phoenix,  Arizona,  or  Atlanta 
Saw  in  Atlanta,  Georgia.  Companies  all  over  this  country  and  their 
workers  are  affected  by  what  we  do  or,  frankly,  what  we  don't  do, 
and  we  feel  that  very  strongly  in  this  administration. 

Last  year  President  Clinton  challenged  us  in  the  face  of  all  the 
pressures  to  do  the  reverse,  we  must  compete  and  not  retreat.  We 
are  meeting  that  challenge,  I  believe,  Mr.  Chairman,  led  by  this 
President,  and  working  with  this  Congress,  by  facing  up  to  our 
problems  here  at  home  and  competing  abroad. 

Thank  you  very  much. 

[The  prepared  statement  of  Ambassador  Kantor  appears  at  the 
conclusion  of  the  hearing.] 


Chairman  Hamilton.  Thank  you  very  much,  Ambassador 
Kan  tor. 

We  will  begin  with  the  chairman  of  the  subcommittee,  Mr.  Gejd- 
enson. 

SUPPORT  FOR  ADMINISTRATION'S  TRADE  POLICY 

Mr.  Gejdenson.  Thank  you,  Mr.  Chairman. 

If  you  don't  hear  as  much  noise  from  Capitol  Hill  and  from  the 
Congress,  I  hope  that  the  administration  or  any  of  our  economic 
trading  partners  don't  misunderstand  what  is  happening.  There 
continues  to  be  ongoing  concern  about  international  trade  in  the 
Congress.  I  think,  frankly,  the  confidence  that  we  have  in  you  and 
the  President  on  this  issue  does  not  confuse  some  of  our  competi- 
tors, because  the  Congress  is  just  as  committed  as  it  has  ever  been 
to  making  sure  these  markets  are  open.  We  feel  particularly  the 
Japanese  and  others  haven't  had  open  markets  and  have  used  their 
trading  policy  to  nurture  new  industries  in  a  way  that  has  caused 
damage  to  our  own  industries.  The  fact  that  there  hasn't  been  as 
much  activity  on  Capitol  Hill  today  is  really  a  testament  to  the  fine 
job  that  you  are  doing  and  the  administration  is  doing. 

We  are  behind  you.  There  is  broad  support  for  what  you  are 
doing  there,  and  I  want  to  just  start  by  commending  you  for  these 
efforts. 

Ambassador  Kantor.  Thank  you. 

STATUS  OF  INTELLECTUAL  PROPERTY  AGREEMENTS 

Mr.  Gejdenson.  The  Motorola  situation  is  a  clear  example  of 
how  the  Japanese  have  traditionally  protected  markets  until  they 
become  competitive  and  then  they  enter  and  try  to  dominate  those 
markets  in  our  country.  So  I  think  you  are  doing  a  great  job,  and 
I  want  to  commend  you  and  the  President  for  it. 

In  the  GATT  agreement,  there  is  a  10-year  phase-in  on  intellec- 
tual property  in  developing  countries,  and  my  understanding  is, 
you  are  in  tne  process  of  an  initial  agreement  with  Brazil  to  cut 
that  to  2  years.  What  is  your  time  line  on  other  countries?  Obvi- 
ously India  and  lots  of  other  countries  are  in  the  same  kind  of  situ- 
ation. They  are  important  markets.  How  do  you  see  yourself  pro- 
ceeding with  these  various  countries? 

Ambassador  Kantor.  First  of  all,  thank  you  very  much  for  your 
very  kind  comments.  It  is  generous  of  you,  and  it  is  much  appre- 
ciated. 

We  have  just  reached  an  agreement  with  Brazil  to  protect  intel- 
lectual property,  patents,  copyrights,  trademarks,  and  to  live  up  to 
their  agreement  in  TRIPS,  the  intellectual  property  text,  and  to  im- 
plement it  by  June  of  this  year  by  passing  laws  through  their  legis- 
latures. So  we  have  cut  substantially  the  amount  of  time — and  I 
think  this  microphone  just  went  out;  I  think  we  are  back  now — cut 
substantially  the  amount  of  time  which  Brazil  would  have  had  in 
the  so-called  pipeline  to  protect  intellectual  property. 

So  that  is  a  great  stride  forward  in  a  very  important  market  and 
one  that  has  concerned  us  not  only  in  the  pharmaceutical  industry 
but  the  computer  software  industry  and  the  audiovisual  industries 
as  well.  We  will  attempt  to  continue  to  work  with  others  under  our 
own  trade  laws. 


We,  as  you  know,  cited  India  under  Special  301  just  last  year 
and  are  attempting  to  work  with  them  to  be  as  forthcoming  as 
Brazil  has  been.  I  would  have  nothing  but  the  highest  praise  for 
the  Brazilian  Government  and  what  they  have  done.  It  is  truly  an 
historic  step  forward  for  them  and  for,  frankly,  U.S.  businesses. 

But  you  are  right,  there  is  a  10-year  phase-in,  and  we  will  con- 
tinue to  work  on  a  bilateral  basis  to  try  to  shorten  or  truncate  that 
process  in  order  to  implement  these  protections  as  quickly  as  pos- 
sible. 

MARKET  ACCESS  FOR  U.S.  MANUFACTURERS 

Mr.  Gejdenson.  One  of  the  major  challenges  in  Brazil,  as  in 
Japan,  is  market  access  for  American  manufacturers.  Were  you 
able  to  make  any  progress  in  this  area,  or  is  it  a  separate  set  of 
negotiations? 

Ambassador  Kantor.  In  the  market  access  area,  we  in  fact  made 
great  progress.  As  you  know,  there  are  10  sectors  in  which  we  had 
zeros,  and  about  70  percent  of  our  trade  in  chemicals  has  been — 
those  tariffs  have  been  harmonized,  and  so  therefore  we  have — 
pharmaceuticals  is  one  of  the  areas,  of  course,  that  went  to  zero 
tariffs,  and  so  this  is  one  reason  we  believe  this  agreement  is  so 
much  in  the  interests  of  the  United  States. 

As  we  lowered  barriers  in  agriculture  but  assured  minimum  cur- 
rent access  and  went  to  the  so-called  tariffication  process  to  get  rid 
of  the  nontariff  barriers  and  cut  export  subsidies,  we  had  tremen- 
dous cuts,  37  percent  with  the  world,  which  is  the  largest  in  his- 
tory, 50  percent  with  Europe  and  Japan  in  tariffs  in  order  to  make 
sure  our  goods  have  effective  access. 

It  should  not  escape  our  attention,  and  I  know  it  doesn't  yours, 
as  the  chair  of  the  subcommittee,  that  we  have  never  been  more 
productive  or  competitive.  Any  agreement  that  lowers  tariffs  to  this 
degree  around  the  world  has  got  to  be  in  the  best  interests  of  the 
largest  trading  nation  in  the  world,  which  is  the  United  States, 
who  now  has  the  most  productive  workers  in  the  world,  which  is 
the  United  States.  That  is  a  sea  change  from  where  we  were  just 
10  years  ago.  So  this  agreement  could  not  have  come  at  a  better 
time  for  this  country  to  take  advantage  of  these  open  markets. 

TRADE  RELATIONS  WITH  CHINA  AND  TAIWAN 

Mr.  Gejdenson.  The  other  area  that  I  would  like  to  focus  on,  at 
least  in  this  first  round,  is  the  situation  in  China  and  Taiwan.  I 
think  we  have  a  dual  opportunity  to  make  some  progress.  Prison 
labor  and  human  rights  issues  in  China  are  still  considerable  is- 
sues. China's  proliferation  activities  are  troubling  to  our  foreign 
policy  concerns. 

Taiwan,  we  are  concerned  about  intellectual  property,  and  we 
have  some  real  opportunities  for  market  access  there.  Taiwan  is 
our  fifth  or  sixth  largest  trading  partner. 

It  seems  to  me  one  way  to  get  the  mainland's  attention  is  to  in- 
crease activity  with  Taiwan  which  has  developed  a  democratic  gov- 
ernment, real  opposition  and  a  free  press.  If  we  were  to  increase 
the  level  of  contact  there,  not  only  would  we  send  a  message  to  the 
mainland   about  human   rights   and  other  policies,   I  believe  you 
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could  use  your  offices  to  make  some  gains  in  the  intellectual  prop- 
erty area. 

Ambassador  Kantor.  We,  of  course,  have  geometrically  grown 
our  trade  with  Taiwan  and  our  contacts  with  tnem  in  the  economic 
sector.  We  are  also,  of  course,  working  with  Taiwan  in  the  Asian 
Pacific  Economic  Cooperation  Forum,  and  of  course  they  are  seek- 
ing GATT  access  or  World  Trade  Organization  access  when  that 
comes  into  being,  and  we  are  working  with  them  in  that  matter. 

With  regard  to  China,  as  you  know,  given  our  prodding  and  ad- 
vocacy, to  put  it  delicately,  tne  Chinese  passed  very  strong  intellec- 
tual property  laws.  The  question  is  enforcement,  and  we  are  trying 
to  work  with  them  in  order  to  create  the  mechanisms  for  an  effec- 
tive enforcement  process  in  China.  It  doesn't  exist  today,  and  we 
are  concerned  about  it.  They  are  very  well  aware  of  our  concern. 
In  fact,  we  have  just  had  a  team  there  working  with  them. 

INTEGRATING  NONMARKET  ECONOMIES  INTO  GATT 

Mr.  Gejdenson.  My  last  question  this  round  is,  how  do  you  take 
a  nonmarket  economy  like  the  Chinese  that  uses  prison  labor  as 
their  employment  system  for  the  country  and  integrate  them  into 
GATT? 

Ambassador  Kantor.  Carefully. 

Mr.  Gejdenson.  A  one  word  answer,  but  it  seems  to  me 
almost 

Ambassador  Kantor.  I  didn't  mean  to  be 

Mr.  Gejdenson.  No.  I  understand. 

Ambassador  Kantor.  But  it  is  humorous  on  a  snowy  morning. 

The  fact  is  that  we  are  working  very  closely  with  them,  and  we 
have  made  it  quite  clear  that  in  the  trade  area  where  they  have 
engaged  in  circumvention  and  transshipments  in  the  textile  area, 
where  our  Ambassador  Jennifer  Hillman  did  a  marvelous  job  after 
we  invoked  sanctions  and  published  the  Federal  Register  reaching 
an  agreement  that  is  historic  in  terms  of  lowering  their  quotas 
each  year — they  were  growing  at  about  15  percent  a  year;  they  will 
grow  zero  this  year  and  only  1  percent  next  year.  Strong 
anticircumvention  language  carries  treble  damages  with  it.  It  re- 
minds me  of  my  old  days  as  a  lawyer  when  antitrust  was  some- 
thing which  I  was  concerned  about. 

And  third,  of  course,  for  the  first  time  we  have  put  caps  on  their 
export  to  the  United  States  of  silk  apparel,  which  was  taking  the 
place  literally  of  cotton  apparel,  cotton  blouses,  because  it  was  so 
cheap — very  interesting  what  was  happening.  That  has  been  a 
major  movement. 

And  we  have  had  movement  with  them  in  terms  of  allowing  in 
U.S.  manufactured  goods.  They  are  adhering  to  their  memorandum 
of  understanding  reached  in  1992  with  us  and  have  literally  low- 
ered barriers  to  about  452  manufactured  products. 

We  are  not  going  as  well,  frankly,  in  the  agricultural  area  or  in 
protecting  intellectual  property.  They  have  26  pirate  compact  discs 
plants  in  southern  China  making  millions  of  compact  discs  in  a 
market  that  only  can  absorb  2  million  a  year.  They  have  been 
found  as  far  east  as  Canada.  We  are  deeply  concerned  about  that. 

So  it  is  a  mixed  situation.  We  are  working  hard  to  bring  them 
into  the  fold  to  adhere  to  normal  trade,  bilateral,  multilateral  trade 


regimes.  But  we  have  made  it  quite  clear  that  we  are  not  going  to 
support  GATT  access  unless,  of  course,  they  live  by  the  same  rules 
as  we  live  by. 
Chairman  Hamilton.  Mrs.  Meyers. 

ADDRESSING  THE  CONCERNS  OF  SMALL  BUSINESS 

Mrs.  Meyers.  Thank  you,  Mr.  Chairman. 

Good  morning. 

Ambassador  Kantor.  Good  morning. 

Mrs.  Meyers.  The  NAFTA  debate  focused  on  a  large  number  of 
trade  issues.  Large  business  concerns  dominated  the  discussions, 
and  many  issues  like  reciprocal  market  access  for  procurement  con- 
tracts, particularly  applicable  to  small  business,  were  not  clarified. 
It  seems  reasonable  to  assume,  given  the  current  administration's 
interest  in  trade,  that  further  agreements  will  flow  from  the 
NAFTA  agreement  or  the  GATT  agreement. 

Fast  track  is  by  and  large  a  good  mechanism  and  indeed  a  nec- 
essary mechanism,  but  there  is  a  danger  that  with  no  one  party 
fully  aware  of  issues  that  affect  the  backbone  of  American  business, 
which  is  American  small  business,  that  this  important  business 
sector  will  be  unfairly  penalized  by  inappropriate  legislation.  What 
progress  has  been  made  in  appointing  a  special  small  business  rep- 
resentative to  the  office  of  USTR? 

BUDGETARY  CONSRAINTS  AT  USTR 

Ambassador  Kantor.  First  of  all,  let  me  indicate  that  we  support 
the  notion  that  we  should  pay  more  attention  to  small  business  and 
in  fact  have  at  least  a  counselor  or  a  deputy  USTR,  someone  in- 
volved with  small  business. 

It  should  not  escape  any  of  our  attention  in  the  current  budget 
situation.  I  know  this  will  sound  interesting  to  this  committee, 
which  deals  with  departments  and  agencies  with  huge  numbers  of 
people.  We  have  157  people  in  USTR.  We  cut  by  five  to  stay  within 
the  President's  guidelines. 

Mrs.  MEYERS.  How  many  does  Germany  or  Japan  have? 

Ambassador  Kantor.  Let  me  just  say  this,  that  our  Embassy  in 
London  alone  has  600  people.  We  are  covering  the  whole  world.  So 
it  is  a  difficult  situation,  and  we  are  trying  to  address  that  as  well 
as  many  other  problems. 

But  let  me  go  on.  First  of  all,  I  would  be  pleased  to  work  with 
you,  as  I  have  said  before,  on  that.  We  have  a  difficult  budgeting 
problem.  Our  budget  is  less  than  last  year.  Our  budget  has  not 
grown  in  5  years  at  USTR.  Trade  has  grown  exponentially,  and  of 
course  our  work  load,  as  Ambassador  Yerxa  can  tell  you,  has  grown 
even  faster. 

We  completed  APEC,  the  Uruguay  round,  and  NAFTA  in  75  days 
at  the  end  of  1993.  I  can  tell  you,  there  weren't  many  people  in  this 
agency  who  slept  during  that  75-day  period. 

That  is  not  to  feel  sorry  for  anyone.  This  is  the  best  agency  in 
town  in  terms  of  the  people  who  have  worked  here  for  years,  and 
I  have  nothing  but  the  highest  respect  for  them,  and  I  have  never 
seen  a  harder  working  group  either  in  or  out  of  Government. 
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BENEFITS  OF  NAFTA  FOR  SMALL  BUSINESS 

As  far  as  small  business  is  concerned,  let  me  make  a  couple  of 
remarks  because  it  is  very  important.  One,  the  fact  of  lowering  tar- 
iff and  nontariff  barriers  in  Mexico  has  now  made  small  and  me- 
dium size  businesses  the  winners  in  terms  of  NAFTA.  Big  business 
had  both  the  flexibility  and  facility  either  to  move  to  Mexico  to  take 
advantage  of  their  closed  markets,  or,  number  two,  to  be  able  to 
carry  the  margins  that  were  reflected  in  the  higher  tariff  sending 
goods  into  Mexico. 

A  business  like  I  mentioned,  Quaker  Fabrics  or  Quality  Coils, 
which  moved  back  from  Mexico  by  the  way,  or  Atlanta  Saw, 
couldn't  do  that  because  they  couldn't  get  in  and  they  either  had 
to  find  a  Mexican  joint  venture  partner  or  they  just  couldn't  get 
into  the  market  at  all.  The  NAFTA  gives  them  huge  opportunities 
to  do  that. 

EXPANDING  FINANCING  OPPORTUNITIES  FOR  SMALL  BUSINESS 

Number  three,  Secretary  of  Commerce  Ron  Brown;  Erskine 
Bowles,  head  of  SBA;  Ken  Brody,  head  of  Eximbank,  are  working 
together  to  create  literally  for  the  first  time  coordinated  operations 
in  our  major  areas  around  the  country  so  small  business  not  only 
can  gain  the  knowledge  and  the  contacts  to  be  involved  not  only 
in  Mexico  and  Latin  America  but  all  over  the  world,  but  the  financ- 
ing, which  is  really  critical. 

So  for  the  first  time  the  Eximbank,  which  has  been  located  only 
here  in  Washington  now  has  an  opportunity,  and  they  are  doing  it, 
of  putting  people  in  SBA  offices  around  the  country,  that  is  an 
enormous  step  forward. 

SPECIAL  REPRESENTATION  FOR  SMALL  BUSINESS 

Mrs.  MEYERS.  In  relation  to  what  you  have  just  said,  I  know  that 
in  order  to  resolve  trade  disputes  there  are  going  to  be  big  bureauc- 
racies set  up  in  Mexico,  the  United  States,  and  Canada,  and  I  real- 
ly think  without  some  special  representation  to  help  lead  small 
business  through  that  maze,  that  NAFTA  may  not  be  as  beneficial 
for  them  as  you  have  said. 

I  don't  mean  to  continually  bring  up  the  difficulties  here,  but  I 
know  that  one  of  your  targets,  for  instance,  through  the  Trade  Pro- 
motion Coordinating  Committee  has  been  to  create  $1  trillion  in  ex- 
ports and  6  million  new  jobs  by  the  year  2000.  A  trillion  dollars  in 
exports!  I  don't  think  this  can  be  done  without  the  full  participa- 
tion of  small  business  because  small  business  is  90  percent  of  the 
business  in  this  country. 

The  Trade  Promotion  Coordinating  Committee  has  created  a  se- 
ries of  export  assistance  centers  which  will  bring  together  under  a 
single  coordinated  management  team  the  resources  of  a  wide  vari- 
ety of  local,  State,  and  Federal  Government  agencies  and  a  network 
of  private  sector  export  service  providers. 

Now  I  trust  that  with  someone  focusing  especially  on  the  needs 
of  small  business,  this  Coordinating  Committee  will  become  actu- 
ally a  help  to  small  business  rather  than  just  another  huge  paper- 
work jungle  that  they  have  to  work  their  way  through. 
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Ambassador  Kantor.  We  believe  that — in  fact,  we  wrote  you  on 
the  25th  of  January  in  this  regard  that  these  barriers  coming  down 
will  have  an  enormous  effect  on  small  business;  and,  second,  we  be- 
lieve the  actions  of  the  administration  in  this  area,  which  frankly 
have  never  been  tried  before,  will  be  effective,  and  there  is  great 
sensitivity  on  the  part  of  Administrator  Bowles  and  others  in  this 
administration  to  making  sure  that  small  business  takes  advantage 
of  and  is  allowed  to  take  advantage  of  these  expanding  opportuni- 
ties. Truly,  in  the  new  global  economy,  neither  small  nor  large 
businesses  are  going  to  expand  and  be  able  to  compete  without 
being  part  of  the  global  economy. 

So  we  couldn't  agree  with  you  more.  We  are  not  insensitive  to 
that  and  are  working  harder  and  will  continue  to  work  with  you 
to  make  sure  that  this  becomes  a  reality. 

PROSPECTS  FOR  REINSTATEMENT  OF  SUPER  301 

Mrs.  Meyers.  Finally,  on  the  radio  about  an  hour  ago  I  heard — 
and  I  only  heard  this  story  partially — that  President  Clinton  was 
going  to  try  to  utilize  selective  tariffs  in  relation  to  Japan,  and  it 
said  he  was  dusting  off  an  old  trade  tool  to  be  utilized.  Can  you 
explain  that  any  more  fully  than  I  heard  it  on  the  radio? 

Ambassador  Kantor.  As  a  result  of  the  failure  of  the  Japanese 
to  live  up  to  their  responsibilities  under  the  framework  agreement 
which  was  reached  in  July  of  1993  at  the  G-7  conference,  the 
President  asked  those  of  us  in  the  administration  to  give  him  a 
number  of  options  to  consider  in  order  to  try  to  open  up  these  mar- 
kets in  Japan  for  United  States  and  other  foreign  competitive  prod- 
ucts. That  process  is  still  going  forward.  Some  decisions  have  been 
taken.  Only  one  has  been  announced  thus  far,  and  that  was  only 
partially  in  response  to  the  framework  discussions.  That  was  the 
Motorola  situation  in  terms  of  the  cellular  telephone  agreement, 
which  I  will  be  happy  to  go  into  if  the  committee  wishes. 

But  we  have  no  announcement  as  of  today,  but  we  will  be  mak- 
ing announcements,  I  would  assume,  in  the  near  future. 

Chairman  Hamilton.  Would  the  gentlewoman  yield? 

Mrs.  Meyers.  Yes. 

Chairman  Hamilton.  The  press  reports  are  quite  specific.  They 
are  saying  that  the  President  has  decided  to  reinstate  Super  301 
of  U.S.  trade  law  by  Executive  order.  Is  that  a  correct  report,  or 
is  it  not? 

Ambassador  Kantor.  We  are  not  prepared  to  make  any  an- 
nouncement this  morning,  but  I  would  say  this,  Mr.  Chairman. 
Starting  December  1991  in  the  speech  at  Georgetown  University 
and  a  book  entitled  "Putting  People  First"  published  in  June  1992, 
and  in  many  other  occasions,  the  President,  the  Secretary  of  State, 
the  U.S.  Trade  Representative,  and  others  have  made  it  quite  clear 
we  support  Super  301.  It  was  effective  when  it  was  in  force  be- 
tween 1988  and  1990. 

Chairman  Hamilton.  You  are  not  denying  the  report  this  morn- 
ing? 

Ambassador  Kantor.  I  never  deny  reports  in  our  local  news- 
papers. They  seem  to  get  things  before  I  get  them  over  at  the  Trade 
Rep's  Office.  So  it  is  always  difficult  to  deny  them.  But  the  fact  is 
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that  no  announcement  is  going  to  be  made  today,  and  no  timing 
has  been  discussed.  In  fact,  no  final  decision  has  been  indicated. 

Chairman  Hamilton.  I  am  sorry,  I  didn't  hear  the  last 

Ambassador  Kantor.  No  final  decision  has  been  indicated. 

Chairman  Hamilton.  From  the  President? 

Ambassador  Kantor.  No  final  decision  has  been  indicated  from 
this  administration. 

U.S.  AWAITS  JAPANESE  RESPONSE  ON  FRAMEWORK  AGREEMENT 

Chairman  Hamilton.  OK,  we  will  not  press  you  any  farther. 

But  the  administration  has  said  that  the  ball  is  now  in  Japan's 
court  on  the  framework  talks,  and  the  Japanese  Government,  so 
far  as  I  can  see,  seems  to  agree  on  that  point. 

But,  if  I  heard  you  correctly  a  moment  ago,  the  President  has 
asked  for  a  review  of  possible  U.S.  responses  to  the  stalemate  in 
the  framework  talks.  Are  we  waiting  for  the  Japanese  Government 
to  act  before  we  take  additional  steps,  or  might  we  take  additional 
steps  before  they  act? 

Ambassador  Kantor.  First  of  all,  the  Japanese  Government 
came  to  the  U.S.  Government  and  indicated  a  desire  to  try  to  nego- 
tiate an  agreement  that  would  be  effective  in  the  cellular  telephone 
dispute.  Those  negotiations  are  ongoing.  They  indicate  a  desire  to 
avoid  sanctions  which  might  be  visited  upon  them  as  a  result  of 
their  failure  to  live  up  to  that  agreement.  They  have  not  indicated 
to  us  officially  or  unofficially  any  response  to  their  failure  to  live 
up  to  the  framework  agreement. 

However,  I  have  seen  press  reports  where  they  have  indicated 
they  will  have  some  package  by  the  end  of  March,  but  we  have  not 
had  any  official  or  unofficial  response  from  the  Japanese  Govern- 
ment. 

It  was  the  Japanese  Government  who  indicated  the  ball  was  in 
their  court,  and  we  agree  with  that. 

Chairman  Hamilton.  So  the  next  action  we  might  anticipate  in 
the  U.S. -Japan  tug-of-war  will  be  from  Japan? 

CALL  FOR  U.S.-JAPAN  ECONOMIC  PARTNERSHIP 

Ambassador  Kantor.  Yes,  sir. 

Let  me  make  one  observation,  if  I  might,  Mr.  Chairman.  Our  re- 
lationship with  Japan  in  terms  of  strategic  relationships  and  politi- 
cal relationships  have  never  been  stronger  and  continue  to  be  so. 
The  President  and  the  Prime  Minister  made  that  clear  at  the  Feb- 
ruary 11  summit  press  conference,  and  in  fact  their  discussions  in 
private  reflected  that  statement. 

However,  our  economic  relations  have  to  be  put  on  a  more  sound 
footing.  We  believe  that  this  new,  more  candid,  more  realistic,  more 
open  relationship  in  discussing  in  a  candid  fashion  our  difficulties 
in  terms  of  Japanese  markets  will  be  helpful,  not  harmful.  It  is,  I 
think,  a  step  into  the  future  that  was  long  overdue,  and  too  many 
times  we  have  tried  to  paper  over  our  differences  with  cosmetic 
agreements  which  just  didn't  work,  and  so  this  administration  is 
committed  to  a  policy  of  candor  and  partnership  with  the  Japanese. 

The  framework  is  a  framework  for  a  new  economic  partnership, 
and  that  is  what  we  believed  we  were  doing  in  July  1993,  we  con- 


13 

tinue  to  believe  that  is  a  proper  approach  and  will  continue  to  pur- 
sue it. 

Chairman  Hamilton.  Well,  I  want  to  pursue  that  with  you  fur- 
ther, but  I  interrupted.  I  apologize  to  Mrs.  Meyers. 

SPECIAL  REPRESENTATIVE  FOR  SMALL  BUSINESS 

Mrs.  Meyers.  Just  one  quick  comment,  and  really  it  is  more  for 
the  benefit  of  the  committee  than  for  Ambassador  Kantor,  who  I 
am  sure  knows  this.  All  net  new  jobs  in  this  country  since  1989 
have  been  created  by  small  business.  If  we  are  going  to  reach  a  tar- 
get of  $1  trillion  in  exports  and  6  million  new  jobs  by  the  year 
2000,  we  are  going  to  have  to  focus  on  the  issue  of  encouraging 
small  business  to  trade,  and  they  do  need  encouragement  in  this 
country,  and  so  I  hope  that  the  members  of  this  committee  will  join 
me  in  stressing  the  importance  of  having  a  special  representative 
for  small  business  in  the  U.S.  Trade  Representative's  Office,  and 
furthermore  in  adding  people  generally  in  this  office,  because  I 
think  compared  to  the  other  major  nations  of  the  world  we  are 
truly  understaffed. 

Ambassador  Kantor.  Thank  you. 

Chairman  Hamilton.  Mr.  Lantos. 

SUPPORT  FOR  REINSTATEMENT  OF  SUPER  301 

Mr.  Lantos.  Thank  you,  Mr.  Chairman. 

Welcome,  Mr.  Ambassador. 

I  was  going  to  commend  the  President  and  you  for  your  new 
found  backbone  in  our  dealings  with  Japan,  but  your  very  vacillat- 
ing answer  makes  me  withhold  the  commendation  until  you  are 
prepared  to  be  a  bit  more  forthcoming. 

You  may  have  noticed  that  the  Japanese  press  corps  indicated 
yet  another  attempt  at  vacillation  and  double  talk,  and  I  hope  the 
President  will  proceed  with  Super  301  which  is  long  overdue. 

We  have  a  $60  billion  trade  deficit  with  Japan.  It  is  unacceptable 
to  the  American  people.  Administration  after  administration  has 
attempted  by  sweet  talk  to  bring  about  a  level  playing  field.  This 
has  not  been  successful.  You  have  not  been  successful.  It  is  high 
time  we  take  some  action. 

So  I  hope  that  the  reports  are  accurate  that  Super  301  will  be 
imposed  and  the  American  people,  the  American  workers,  Amer- 
ican business,  will  have  the  same  full  access  to  the  Japanese  mar- 
ket that  they  have  to  our  market.  I  very  much  hope  the  news  re- 
ports are  more  accurate  than  your  less  than  bold  statement  of  a 
minute  ago,  Mr.  Ambassador. 

But  let  me  talk  about  China 

Ambassador  Kantor.  Well,  if  I  might,  Mr.  Lantos,  you  have 
helped  my  image  enormously  because  most  people  believe  now 
through  the  press  that  I  am  much  too  tough  and 

Mr.  Lantos.  I  think  you  are  nowhere  near  tough  enough,  Mr. 
Ambassador. 

administration's  record  on  opening  markets 

Ambassador  Kantor.  Let  me  just  say  that  it  is  interesting,  for 
the  first  time  this  administration  has  been  able  to  open  up  the  Jap- 
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anese  rice  market  which  has  never  been  open.  We  opened  up  the 
Japanese  construction  market  in  government  procurement  and  ar- 
chitectural engineering  services  for  the  first  time,  which  was  rife 
with,  as  you  know,  criminal  as  well  as  other  behavior  which  was 
keeping  our  products  out.  That  was  a  result  of  our  enforcing  our 
trade  laws.  We  have  hardly  been  shy  in  using  either  title  VII, 
which  we  are  the  first  administration  ever  to  use  both — we  used 
that  with  Europe  and  with  Japan,  and  with  using  our  other  trade 
laws  to  open  markets  around  the  world,  Brazil  being  the  latest,  I 
think,  effective  action  that  we  have  taken. 

Mr.  Lantos.  Mr.  Ambassador,  with  all  due  respect  to  whatever 
has  been  achieved,  and  I  want  to  commend  you  for  significant 
achievements  in  many  fields,  as  I  do  the  President,  facts  speak  for 
themselves.  We  have  a  $60-billion-plus  deficit  with  Japan.  This  is 
unacceptable.  It  has  been  going  on  for  years  and  years,  and  at  long 
last  we  need  to  take  action  which  will  bring  results. 

I  fully  support  the  numerical  targets,  and  I  would  like  to  have 
a  much  stronger  approach  by  both  you  and  the  President  on  this 
score. 

UPCOMING  DEBATE  ON  MFN  FOR  CHINA 

Now  let  me  go  on  to  China  where  I  have  equally  serious  con- 
cerns. While  we  have  a  $60  billion  deficit  with  Japan,  we  have  a 
$30  billion  deficit  with  China.  Now  let  me  say  a  word  or  two  about 
the  upcoming  decision  on  granting  China  Most  Favored  Nation 
treatment.  We  have  incredible  leverage  with  China.  China  needs  us 
infinitely  more  than  we  need  China.  I  am  sure  we  can  easily  find 
new  low-cost  suppliers  of  Barbie  dolls  and  running  shoes  and 
Christmas  tree  lights. 

China,  however,  will  have  a  much  tougher  time  finding  another 
market  like  ours  because  our  economy  dwarfs  all  other  economies. 
Indeed,  China  is  running  a  trade  deficit  with  all  of  its  major  trad- 
ing partners  except  for  the  United  States.  So  let's  not  hesitate  to 
play  our  hand  here.  It  is  a  royal  flush. 

china's  human  rights  record 

Now  as  one  who  is  keenly  interested  in  human  rights  and  takes 
the  President's  statement  seriously  on  China's  need  to  improve  its 
human  rights  performance,  let  me  tell  you,  Mr.  Ambassador,  they 
have  done  nothing  of  the  sort.  China's  human  rights  performance 
today  is  worse  than  it  was  a  year  ago. 

What  is  going  on  is  as  follows.  Forced  confessions  and  torture  by 
police  and  prison  authorities.  The  Chinese  prisons,  Mr.  Ambas- 
sador, are  filled  with  thousands  of  political  and  religious  prisoners 
who  committed  the  crime  of  trying  to  practice  the  universal  basic 
freedoms  of  speech  and  assembly. 

Just  recently,  American  Christians  were  arrested  in  China  under 
the  most  atrocious  and  cruel  circumstances.  Prisoners  are  still  used 
as  slave  labor  for  China's  export  market.  There  are  coercive  birth 
control  practices  which  continue  to  be  pursued  in  China,  including 
forced  abortions  and  forced  sterilizations.  That  is  unacceptable  to 
the  American  people. 

China  continues  its  brutal  occupation  and  colonization  of  Tibet, 
seeking  not  only  to  deny  Tibetans  sovereignty  over  their  country 
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but  also  in  destroying  the  rich  and  ancient  cultural  heritage  of 
Tibet. 

There  are  restrictions  on  immigration  which  remain  in  place  for 
dissidents,  and  the  regime  practices,  on  a  wide  basis,  internal  exile. 

Now  your  colleague  in  the  State  Department,  Counselor  Tim 
Wirth,  testified  before  my  subcommittee  a  few  days  ago  that  if  the 
decision  would  have  to  be  made  today  on  extending  Most  Favored 
Nation  treatment,  the  State  Department  would  have  to  say  no, 
they  cannot  certify  that  Chinese  human  rights  conditions  have  im- 
proved sufficiently. 

I  would  like  to  caution  you,  Mr.  Ambassador,  that  cosmetic 
moves  by  the  Chinese,  which  we  always  get  just  before  the  decision 
date,  will  not  be  sufficient  this  time  to  satisfy  the  Congress.  What 
is  at  stake  is  not  only  our  dealings  with  China  but  the  credibility 
of  this  Government.  The  credibility  of  this  Government  has  been 
profoundly  undermined  that  after  5  years  the  terrorists  who 
bombed  Pan  Am  103  are  still  in  Libyan  custody,  and  our  Govern- 
ment makes  statements  about  powerful  measures  against  Libya, 
but  they  are  laughing  at  us  because  they  know  in  the  final  analysis 
nothing  will  happen.  That  is  what  is  happening  in  Beijing.  We  go 
through  this  ritualized  Kabuki  dance  every  year  in  which  you  tes- 
tify and  we  ask  questions,  and  in  the  final  analysis  Most  Favored 
Nation  treatment  is  granted. 

The  American  people  and  this  Congress  are  sick  and  tired  of  not 
doing  what  it  says  it  will  do.  China  must  improve  its  human  rights 
conditions  if  it  is  to  get  MFN  treatment. 

I  would  be  most  grateful  if  you  would  tell  us  what  your  appraisal 
is  as  of  early  March  1994  of  the  chances  of  China  getting  MFN 
treatment  and  what  improvements  they  must  produce,  measurable, 
physical  improvements,  in  the  horrendous  human  rights  conditions 
that  prevail  and  in  the  unfair  treatment  of  American  exports.  It  is 
unacceptable  that  we  should  have  a  $30  billion  trade  deficit  with 
China. 

SIZE  OF  U.S.  TRADE  DEFICIT  WITH  CHINA 

Ambassador  Kantor.  Our  trade  deficit  with  China  is  not  sustain- 
able, but  it  is  $23  billion,  but  it  is  still  not  sustainable. 

Mr.  Lantos.  Last  year  it  was  $23  billion. 

Ambassador  Kantor.  No,  it  was  $19  billion  last  year  and  $23  bil- 
lion this  year.  But  it  is  still  not  sustainable.  That  begs  the  ques- 
tion, and  I  don't  want  to  beg  the  question  obviously. 

Let  me  make  two  points. 

Mr.  Lantos.  Well,  let's  get  our  facts  straight.  It  was  $23  billion 
last  year.  Is  that  correct? 

Ambassador  Kantor.  In  1992,  it  was  19.  In  1993,  at  the  end  of 
year,  it  was  23. 

Mr.  Lantos.  Yes,  and  it  is  estimated  to  be  $30  billion  for  the  cur- 
rent calendar  year.  Isn't  that  correct? 

Ambassador  Kantor.  I  haven't  seen  those  estimates,  but  it  has 
grown  unacceptably.  So  we  agree  on  that.  There  is  no  disagree- 
ment. I  just  wanted  to  make  sure  the  record  was  correct  as  to  the 
figures.  Obviously,  your  thrust  is  correct,  is  absolutely  correct. 
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Let  me  make  sure  we  understand  since  you  have  given  me  a  new 
reputation,  a  new  image  here,  and  which  I  am  deeply  grateful 
for 

Mr.  Lantos.  Any  time. 

TEXTILE  AGREEMENT  CONCLUDED  WITH  CHINA 

Ambassador  Kantor  [continuing].  That  with  China  in  textiles, 
which  is  the  major  part  of  our  trade,  about  $7  billion  of  our  trade — 
38  percent  of  China's  exports  come  to  the  United  States,  $7  billion 
in  textiles  alone,  which  is  a  major — they  are  the  largest  supplier 
of  textiles  and  apparel  of  any  foreign  country  to  the  United  States 
of  America. 

We  invoked  sanctions  in  January  against  China  because  they 
would  not  sign  a  bilateral  trade  agreement  which  had  strong 
anticircumvention  language,  which  would  put  acceptable  caps  on 
quotas  for  the  importation  of  their  goods  and  put  a  cap  for  the  first 
type  on  silk  apparel.  After  we  invoked  those  sanctions,  China  with- 
in 5  days  reached  agreement  with  us  on  every  item  which  we 
wished  to  have  in  that  agreement.  That  is  number  one. 

ADMINISTRATION  COMMITTED  TO  HUMAN  RIGHTS-MFN  LINKAGE 

Number  two,  let  me  say  the  President's  decision — I  fully  support 
the  President's  decision  to  link  the  extension  of  MFN  next  year  or 
this  year  to  specific  conditions  on  human  rights  while  making  use 
of  other  tools  available  to  us  in  the  areas  of  trade  and  nonprolifera- 
tion.  As  you  know,  the  Executive  order  last  year  separated  those, 
which  you  of  course  are  well  aware  of. 

We  are  very  concerned  about  China's  record  on  human  rights,  as 
Tim  Wirth  correctly  articulated  to  you.  That  is  why  the  President 
decided  last  year  to  link  human  rights  to  Most  Favored  Nation  sta- 
tus for  China.  The  standards  set  by  the  President  on  human  rights 
must  be  met — must  be  met — for  MFN  to  be  extended  for  another 
year. 

Mr.  Lantos.  Have  they  been  met  thus  far? 

Ambassador  Kantor.  I  would  only  associate  myself  with  the  re- 
marks made  by  Mr.  Wirth.  Obviously,  he  is  much  more  competent 
in  that  area  than  I  am,  so  therefore,  obviously  if  he  says  they  were 
not  being  met  at  this  time,  I  would  associate  myself  with  those  re- 
marks. 

Chairman  Hamilton.  Mr.  Manzullo. 

INCREASING  MARKET  SHARE  OF  U.S.  AUTO  SUPPLIERS 

Mr.  Manzullo.  Thank  you,  Mr.  Chairman. 

Welcome,  Mr.  Ambassador. 

There  is  a  company  in  my  district,  Elco  Tool  Industries,  that  has 
a  20  percent  silent  Japanese  shareholder.  Elco  sells  auto  parts  not 
only  to  Japanese  auto  transplant  manufacturers  but  to  GM  and 
Ford  as  well.  That  Japanese  shareholder  invested  $6  million  in 
1987  which  created  130  jobs.  On  October  19,  1993,  the  Clinton  ad- 
ministration proposed  that  the  Japanese  transplant  vehicle  manu- 
facturers give  special  consideration  to  traditional  U.S.  suppliers, 
defined  as  those  without  any  Japanese  equity  ownership. 
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Two  questions.  Does  the  administration  consider  companies  like 
Elco  American  owned  or  foreign  owned,  and  will  companies  like 
Elco  be  considered  as  a  foreign  supplier  to  Japanese  auto  transport 
manufacturers  in  the  negotiations  on  auto  trade  between  Japan 
and  the  United  States? 

Ambassador  Kantor.  First  of  all,  the  approach  that  was  taken 
by  this  administration  only  supports  the  approach  taken  by  Presi- 
dent Bush  in  his  agreement  made  in  January  1992  with  the  Japa- 
nese Government  in  order  to  open  up  the  sale  of  auto  parts  not 
only  here  in  this  country  both  from  U.S.  auto  parts  companies 
whether  they  are  so-called  keiretsu  companies  or  traditional  U.S. 
suppliers  but  also  to  open  up  the  Japanese  market. 

Frankly,  we  have  been  much  more  successful  here  than  we  have 
been  in  Japan.  This  administration  was  only  trying  to  make  sure 
that  as  the  auto  parts  market  continued  to  grow  for  auto  parts  sup- 
pliers in  this  country  to  transplant  companies,  Japanese  transplant 
companies  like  Nissan  or  Toyota  or  others,  that  all  auto  parts  sup- 
pliers be  given  the  same  playing  field. 

We  are  not  discriminating  against  any  company,  we  are  merely 
following  a  policy  now  that  two  administrations  have  followed. 

Let  me  indicate  that  the  framework  talks  with  the  Japanese  that 
the  Japanese  have  not  lived  up  to,  one  of  the  baskets  or  sectors  we 
looked  at  was  auto  parts  because  it  is  two-thirds  of  our  deficit  with 
Japan,  auto  parts  and  autos,  and  the  Japanese  auto  parts  market 
in  Japan  has  not  been  open  to  foreign  suppliers.  It  is  a  $100-bil- 
lion-a-year  market,  and  it  would  be  stunning  for  all  of  us  to  see 
that  only  $2  billion  comes  from  foreign  sources  whereas  a  much 
greater  percentage,  say,  of  our  auto  parts  market  is  from  foreign 
suppliers.  It  ranges — among  G-7  countries,  up  to  60  percent  of 
some  markets  are  foreign  auto  parts  suppliers. 

So  there  is  no  discrimination  going  on  against  any  auto  parts 
supplier  in  this  country,  we  are  merely  trying  to  carry  out  an 
agreement  that  one  administration  made  and  the  other  has  sup- 
ported. 

Mr.  Manzullo.  All  right.  I  guess  what  I  am  looking  for  is  how 
to  answer  my  constituent's  inquiry  back  home.  Does  that  mean 
that  the  company  is  going  to  have  to  discourage — or  encourage 
rather,  the  Japanese  investor  to  sell  his  stock? 

Ambassador  Kantor.  Not  at  all.  We  are  trying  to  encourage  obvi- 
ously foreign  investment  in  this  country.  It  means  American  jobs 
for  American  workers  whether  it  is  a  BMW  in  South  Carolina  or 
Mercedez-Benz  in  Alabama  or  other  companies  that  have  come  to 
this  country  in  the  last  number  of  years.  There  is  a  huge  amount 
of  foreign  investment  in  the  United  States. 

That  is,  either  your  constituent  has  not  been  informed  correctly, 
which  could  be  the  case,  or  has  misconstrued  what  he  or  she  has 
been  told.  I  don't  know  if  it  is  a  man  or  a  woman.  But  we  would 
be  pleased  to  talk  with  them  and  make  sure  they  understand  we 
are  not  discriminating  against  any  auto  parts  supplier,  we  are  in 
fact  trying  to  increase  business  for  U.S.  auto  parts  suppliers  re- 
gardless of  the  equity  ownership. 

Mr.  Manzullo.  Mr.  Ambassador,  which  individual  in  your  offices 
should   we   discuss  this   matter   with   in   particular?  We  had   ad- 
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dressed  a  letter  just  a  few  weeks  ago  and  had  not  expected  a  re- 
sponse at  this  point. 

Ambassador  Kantor.  Yes.  Ambassador  Barshefsky,  Charlene 
Barshefsky. 

Mr.  Manzullo.  Thankyou,  Mr.  Ambassador. 

Ambassador  Kantor.  Triank  you  sir. 

Chairman  Hamilton.  Mr.  Ackerman. 

COMMENDING  ADMINISTRATION'S  TRADE  POLICY 

Mr.  ACKERMAN.  Thank  you  very  much,  Mr.  Chairman. 

I  have  an  exceptionally  long  opening  statement  that  my  staff  as- 
sured me  would  be  the  centerpiece  of  this  hearing.  I  even  have  a 
whole  separate  dossier  of  outtakes  which  will  be  published  later. 
But  with  your  permission  I  would  like  to  put  it  in  the  record. 

Chairman  Hamilton.  Without  objection. 

[The  prepared  statement  of  Mr.  Ackerman  appears  at  the  conclu- 
sion of  the  hearing.] 

Mr.  Ackerman.  Mr.  Ambassador,  thank  you  very  much  for  being 
here  with  us  today,  and  I  would  like  to  say  that  there  are  any  num- 
ber of  us  who  are  greatly  appreciative  of  the  job  that  you  and  the 
administration  are  doing,  who  believe  that  we  do  need  to  hang 
tough,  that  there  are  tremendous  inequities  that  we  have  faced  as 
a  country  in  dealing  specifically  with  some  of  our  Asian  trading 
partners  and  neighbors,  and  a  tricky  business  it  is. 

What  we  have  just  gone  through  with  the  Prime  Minister  being 
here  and  the  President,  although  it  did  not  turn  out  as  yet  the  way 
we  would  like  to  see  it  turn  out,  we  are  not  the  bully  boys  of  the 
world  and  cannot  just  insist  that  we  are  going  to  have  our  way, 
and  these  things  have  to  be  rather  delicately,  at  times,  negotiated, 
and  some  of  us  think  that  you  indeed  and  the  President  did  indeed 
stand  up  for  America's  interests  and  say  what  had  to  be  said  in  a 
rather  respectful  way,  and  we  indeed  are  very,  very  proud  of  you 
and  the  administration  for  doing  that  and  would  like  to  encourage 
you  to  hang  in  there,  and  continue  to  be  tough. 

You  will  never  be  as  tough  as  my  dear  friend  and  colleague,  Mr. 
Lantos,  but  nobody  in  this  Congress  can  be  that  tough  in  standing 
up  for  human  rights  and  the  principles  in  which  he  believes. 

PROSPECTS  FOR  MFN  RENEWAL  FOR  CHINA 

That  having  been  said,  let  me  come  back  to  China  for  a  moment 
for  a  comment  from  you.  Indeed,  MFN  is  something  that  is  soon 
to  be  on  our  plate.  Could  you  tell  us  how  you  see  that  evolving? 

If  this  was  going  into  the  first  week  of  June,  I  would  presume 
a  great  number  of  us,  even  those  of  us  who  are  encouraging  a  con- 
tinual engagement  of  China,  would  be  hard  pressed  on  the  human 
rights  score  to  cite  what  the  major  advances  are  over  the  last  year 
as  far  as  the  field  of  human  rights,  and  indeed,  as  my  friend  points 
out,  we  do  not  have  all  of  the  cards,  but  most  of  the  cards,  we  cer- 
tainly do  have  the  good  cards.  As  a  matter  of  fact,  we  do  have  a 
royal  flush,  but  sometimes  you  can't  win  with  a  royal  flush  if  you 
are  sitting  at  a  table  with  somebody  who  is  playing  mah-jongg. 

Indeed,  we  have  to  understand  the  cultural  differences  between 
our  two  societies,  and  perhaps  you  could  flesh  that  out  a  little  bit 
for  us,  how  we  accomplish  our  twin  goals — that  of  encouraging,  in- 
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sisting,  demanding  human  rights  advances  in  China,  and  also  ad- 
vancing the  trade  relation  in  our  national  interest. 

U.S.  WILL  PURSUE  POLICY  OF  ENGAGEMENT  WITH  CHINA 

Ambassador  Kantor.  First  of  all,  thank  you  for  your  kind  re- 
marks. 

Second,  obviously,  it  is  a  balance  but  one  that  certainly  weighs 
heavily  in  favor  of  our  traditional  and  important  and  commendable 
and  necessary  advocacy  for  human  rights.  Nothing  should  get  in 
the  way  of  that  goal  on  the  part  of  the  United  States. 

The  question  becomes — which  the  President  has  not  shied  away 
from — not  just  linking  MFN  to  human  rights  and  to  specific 
progress  made,  which  you  are  well  aware  of  in  the  Executive  order 
which  was  issued  last  year — I  think  it  was  June,  if  I  am  not  mis- 
taken, 1993.  I  am  looking  to  Mr.  Lantos,  but  I  think  it  was  June 
1993 — but  also  in  how  do  we  continue  to  engage  the  Chinese  on  a 
realistic,  tough-minded,  appropriate,  and  productive  basis  to  really 
get  the  results  that  we  want. 

It  is  not  just  in  human  rights,  which  is  critical,  and  nonprolifera- 
tion,  which  is  critical,  but  also  in  trade,  which  is  also  important, 
not  to  raise  it  to  the  moral  level  of  human  rights,  but  it  is  impor- 
tant for  the  jobs  and  growth  in  this  country. 

So  as  we  pursue  a  policy  which  I  believe  is  correctly  stated  by 
the  President's  Executive  order  and  which  I  support  fully,  which  I 
know  you  support,  we  need  to  also  continue  to  have  constant  en- 
gagement to  move  the  Chinese  forward  on  many  fronts  at  the  same 
time. 

In  my  area,  in  the  area  of  trade,  we  have  made  some  progress, 
but  we  have  not  made  the  kind  of  progress  in,  say,  the  protection 
of  intellectual  property  which  I  cited  earlier  in  this  hearing  that  we 
would  like  to  make  in  the  enforcement  of  those  rights  throughout 
China,  and  we  are  working  with  them,  and  we  have  them  on  a  pri- 
ority watch  list  as  a  result  under  Special  301  or,  number  two,  in 
the  area  of  access  for  agriculture  and  some  other  products. 

However,  it  is  interesting,  we  have  made  progress  in  the  textile, 
apparel,  and  402  other  industrial  products  areas. 

So  it  is  constant  engagement.  It  is  keeping  your  eye  on  your 
goals,  and  it  is  making  sure  that  you  are  willing  to  carry  out  your 
policies  in  a  tough-minded  and  realistic  and  effective  manner. 

That  is  not  the  kind  of  precise  answer  that  would  lead  you  to 
"two  plus  two  equals  four,"  but  I  think  it  is  the  only  kind  of  answer 
that  can  be  given  in  a  very,  very  complicated  situation.  But  I  think 
our  goals  are  clear.  I  think  the  President's  position  could  not  be 
clearer  on  this  issue,  and  we  will  continue  to  pursue  it. 

Chairman  Hamilton.  Mr.  Rohrabacher. 

SUPPORT  FOR  MFN-HUMAN  RIGHTS  LINKAGE 

Mr.  Rohrabacher.  Thank  you  very  much  Mr.  Chairman. 

Mr.  Kantor,  I  would  first  like  to  associate  myself  with  the  com- 
ments of  Mr.  Lantos  concerning  the  Most  Favored  Nation  status  of 
China.  I  believe  in  free  trade,  but  I  think  there  should  be  another 
corollary,  and  that  is  free  trade  between  free  people,  and  there  is 
no  reason  in  the  world  that  we  should  be  making  despots  and  ty- 
rants and  torturers  wealthy  in  their  manipulation  of  trade  in  their 
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own  country  and  the  freedom  of  their  own  people  in  relationship 
to  the  economic  dealings  with  the  United  States. 

Second  of  all,  I  would  like  to  associate  myself  with  the  comments 
of  Mr.  Gejdenson  who  suggested  that  one  of  the  tactics  we  might 
use  to  pressure  China  would  be  to  establish  closer  relations  with 
Taiwan,  a  country  which  has  gone  out  of  its  way  to  improve  its 
human  rights  record,  improve  its  record  on  democracy,  as  well  as, 
it  seems  to  me,  dealing  with  us  more  fairly  on  an  economic  basis 
by  permitting  imports  of  American  products. 

OPPOSITION  TO  NUMERICAL  TARGETS 

I  would  have  to  say  that  I  disagree  with  Mr.  Lantos  on  another 
matter,  however,  concerning  numerical  targets.  I  happen  to  believe 
that  numerical  targets  should  not  be  the  goal  but  instead  opening 
markets  should  be  the  goal  and  that  numerical  targets  lead  to  ma- 
nipulation by  special  interests  in  other  countries  and  also  are  sus- 
ceptible to  cronyism  and  corruption. 

I  would  back  any  efforts  that  this  administration  makes  to  open 
those  markets  in  Japan,  and  in  fact  I  believe  the  Japanese  have 
brought  on  this  call  for  numerical  targets  themselves  by  basically 
not  permitting  open  markets  to  American  goods  in  the  past. 

IMPACT  OF  GATT  ON  U.S.  ENTERTAINMENT  INDUSTRY 

The  question,  however — I  have  an  area  that  I  would  like  to  ask 
you  a  question,  now  that  I  have  made  those  short  statements,  and 
that  deals  with — I  also  have  an  agreement  with  Mr.  Lantos  as  to 
how  tough  your  performance  has  oeen,  and  I  might  as  well  just 
take  you  on  right  face  to  face  here,  because  I  don't  believe  that  you 
have  been  as  tough  in  representing  America's  interests  as  you 
should  be,  and  especially  I  would  like  to  ask  you  right  now  and  call 
to  answer  the  questions  basically  about  GATT,  we  in  Southern 
California  happen  to  believe  was  a  major — in  the  way  you  nego- 
tiated it,  has  turned  out  to  be  a  major  disservice  to  Southern  Cali- 
fornia, and  I  would  like  you  to  expand  on  this  because  we  happen 
to  feel  that  our  entertainment  industry  was  totally  undercut  by 
what  we  see  as  a  cave-in  by  you  to  the  French  which  will  in  future 
permit  tariffs  and  fees  to  be  placed  on  our  entertainment  products, 
which  in  Southern  California  is  really  vital  to  our  economic  well- 
being,  and  I  would  have  to  say  I  believe  in  the  future  will  be  vital 
to  our  economic  national  well-being  as  well,  and  I  know  you  are 
fully  aware  of  how  important  those  entertainment  exports  are. 

But  isn't  the  fact  that  we  gave  in  to  the  French  at  the  last 
minute  going  to  hurt  us  in  the  future,  going  to  have  to  force  us  to 
defend  ourselves  with  all  kinds  of  other  nations  who  might  want 
to  put  fees  and  tariffs  on  our  entertainment  products? 

Ambassador  Kantor.  Other  than  the  fact  this  is  a  congressional 
hearing,  it  is  a  leading  question,  and  I  would  jump  up  and  object, 
and  it  would  be  sustained,  and  we  would  go  on,  but  I  won't  do  that. 

I  know  a  little  bit  about  Southern  California,  not  as  much  about 
Orange  County  as  you  know,  but  I  know  a  little  bit  about  Los  An- 
geles and  a  little  bit  about  the  entertainment  industry.  I  spent  20 
years  there  practicing  law  and  having  some  connection  there  too. 

Let  me  just  say  it  would  have  been  wrong — and  this  is  supported 
by  the  entertainment  industry — for  us  to  buy  into  a  system  which 
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limits  as  a  matter  of  policy  what  people  see  and  what  they  hear 
on  a  percentage  basis  and  literally  would  lock  us  out  of  50  percent 
of  the  market  in  Europe  and,  two,  would  not  have  provided  full  na- 
tional treatment  for  our  companies,  our  producers,  our  directors, 
and  our  artists  to  a  tape  levy  system  in  France  especially,  which 
has  been  not  available  to  us,  which  has  literally  taken  hard-earned 
royalties  by  producers  and  artists,  as  you  know,  Mr.  Rohrabacher, 
and  has  denied  them  the  right  to  those  monies.  We  did  not  buy  into 
that,  we  maintain  the  principle  that  allows  us  now  to  engage  with 
the  European  Union,  hopefully  in  a  very  tough  and  effective  dia- 
logue and  action  in  order  to  open  up  that  market,  to  build  that  into 
a  world  trade  agreement,  cultural  specificity,  limitations  on  U.S. 
products  going  into  particular  markets  on  a  percentage  basis  or 

Mr.  Rohrabacher.  Let  me  just  say — I  think  you  do  a  good  job. 

Ambassador  Kantor  [continuing].  If  I  could  finish. 

Mr.  Rohrabacher.  Sure. 

Ambassador  Kantor  [continuing].  Or  the  principle  of  national 
treatment  for  artists  and  producers  would  have  been  a  huge  mis- 
take. 

Mr.  Rohrabacher.  Obviously. 

Ambassador  Kantor.  Rather  than  giving  into  the  French,  what 
we  did  is  support  American  interests  and  American  principles, 
which  I  know  you  have  supported  for  years. 

So  I  think  we  probably  only  disagree  with  the  language,  not  with 
the  approach. 

Mr.  Rohrabacher.  OK.  And  I  am  here  to  learn.  I  mean  let's  put 
it  this  way.  That  is  what  these  hearings  are  supposed  to  be  about. 

So  you  are  suggesting  that  the  outcome  of  the  GATT  negotiations 
and  what  I  have  perceived  and  read  and  other  people  have  told  me 
was  a  cave-in  to  the  French  position  on  tariffs  and  fees  that  will 
make  it  possible  for  the  French  now  to  place  these  tariffs  on  Amer- 
ican products,  entertainment  products  going  into  their  country — 
that  I  am  misinformed? 

EUROPEAN  BROADCAST  DIRECTIVE 

Ambassador  Kantor.  First  of  all,  it  is  called  the  European 
Broadcast  Directive,  and  what  it  does  is  allow  European  coun- 
tries— allows  them  to  set  aside  up  to  50  percent  of  their  broadcast 
time  to  European  content — films  or  television  shows  or  even  radio 
broadcasts.  That  is  number  one.  It  is  not  a  tariff,  it  is  a  quota. 

Number  two,  many  European  nations  are  not  adhering  to  that 
because  there  is  language  in  there  that  says  "where  practicable." 
Great  Britain,  Germany,  the  Dutch,  have  not,  in  fact,  done  this  and 
have  not  implemented  the  so-called  broadcast  directive. 

We  are  working  almost  on  a  daily  basis — I  was  just  in  Los  Ange- 
les Friday  meeting  those  folks  from  the  entertainment  industry  try- 
ing to  make  sure  we  are  coordinated  in  our  approach  to  open  up 
that  market. 

Mr.  Rohrabacher.  Let  me  ask  an  informational  type  of  question, 
because  obviously,  you  know,  I  know  what  I  have  read,  and  obvi- 
ously you  are  the  expert,  and,  as  I  say,  that  is  why  we  are  here 
in  a  hearing,  to  educate  me  as  well  as  make  political  points. 

Are  you  saying  then  that  the  GATT  agreement,  as  vou  see  it  and 
as  eventually  we  agreed  to,  will  not  permit  the  French  then,  if  they 
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go  to  movies  in  France,  to  have  a  situation  where  American  films 
are  more  expensive  to  go  to  than  their  domestic  films? 

Ambassador  Kantor.  That  is  right.  Right  now  that  broadcast  di- 
rective does  not  cover  films  in  theaters.  It  can  only  cover  a  film 
that  might  be  on  television.  It  might  cover  the  Disney  Channel  or 
B-Sky-B  carrying  Turner  Broadcasting,  TNT,  or  something  like 
that.  That  is  where  you  get  into  the  problem.  We  are  trying  to  pro- 
tect new  technologies,  we  are  trying  to  get  rid  of  those  quotas,  we 
are  trying  to  open  up  the  television  market. 

Last  week,  the  top  10  movies  in  France  were  all  U.S.  films. 

Mr.  Rohrabacher.  I  understand  that — and  I  am  sorry,  Mr. 
Chairman,  for  taking  so  much  time. 

Chairman  Hamilton.  That  is  all  right.  Go  ahead. 

Mr.  Rohrabacher.  Just  for  my  own  information,  are  you  saying 
then  that  we  handled  that  problem  with  the  French  in  terms  of  the 
situation  where  American  films — there  will  be  more  of  a  charge  to 
go  to  an  American  film  than  a  French  film? 

Ambassador  Kantor.  They  can't  discriminate  on  price.  Their 
quotas  on  television  the  French  have  implemented.  As  I  said,  Great 
Britain  hasn't.  There  is  a  variety  of  practices  in  the  Europe  coun- 
tries; some  have  and  some  haven't  in  the  European  Union.  And  so 
it  doesn't  affect  movies  in  movie  theaters,  it  affects  the  quota  on 
European  content  product  on  television,  and  that  is  where  the  dif- 
ference comes. 

Mr.  Rohrabacher.  I  understood  the  quota  part  on  television:  I 
thought  that  that  affected 

Ambassador  Kantor.  But  to  build  in  such  a  system  as  was  on 
the  table  in  Geneva  into  a  World  Trade  Organization,  which  would 
only  encourage  others  to  do  the  same,  would  probably  not  be  in  the 
best  interests  of  a  very  important  industry,  our  third  large  largest 
net  exporter — surplus  net  exporter  is,  of  course,  as  you  know,  the 
entertainment  industry,  and  we  want  to  keep  it  strong  and  viable, 
and  I  can  tell  you  I  am  as  concerned  about  it  as  you  are. 

Mr.  Rohrabacher.  All  right.  Well,  this  line  of  questioning  needs 
more  than  5  minutes,  but  thank  you  very  much,  Mr.  Chairman, 
and  thanks  for  clarifying  some  of  those  positions. 

Chairman  Hamilton.  Mr.  Menendez. 

SUPPORT  FOR  MFN-HUMAN  RIGHTS  LINKAGE 

Mr.  Menendez.  Thank  you,  Mr.  Chairman. 

Good  morning  Mr.  Ambassador. 

Recently,  someone  in  my  district,  a  political  figure,  said  to  me  in 
response  to  a  question,  he  said,  "I  want  it  all  and  more,"  and  I  have 
a  feeling  that  that  is  the  expectation  that  people  have  of  you  as  you 
deal  with  U.S.  interests  and  trade  issues  throughout  the  world,  and 
I  think  you  have  done  a  very  good  job  of  moving  U.S.  interests 
along  and  made  some  very  significant  progress,  and  I  certainly 
want  to  commend  you  on  that. 

Ambassador  Kantor.  Thank  you. 

Mr.  Menendez.  But  I  also  want  to  associate  myself  with  Mrs. 
Meyers'  remarks  with  reference  to  small  businesses.  Too  many  of 
the  constituents  that  I  represent  back  in  New  Jersey,  which  has 
among  the  highest  unemployment  rate  in  the  nation,  lag  way  be- 
hind the  benefits  of  trade  that  you  so  proudly  hail,  and  what  is  the 
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backbone  of  the  commercial  enterprise  in  that  district  and  I  think 
in  many  districts  throughout  the  nation  is  small  business. 

So  I  want  to  highlight  that,  and  I  also  want  to  associate  myself 
with  Mr.  Lantos'  outstanding  remarks  both  in  terms  of  opening 
Japanese  markets,  which  I  know  you  share,  but  also  with  reference 
to  China. 

Last  year  I  reluctantly  voted  in  support  of  the  MFN  status,  but 
I  must  say  that  it  seems  to  me  that  unless  enormous  progress  is 
made,  and  I  don't  know  how  it  could  be  made  in  this  short  period 
of  time,  but  unless  an  enormous  amount  of  progress  is  made  from 
now  to  the  time  that  we  decide  this,  that  if  the  pillar  of  foreign  di- 
plomacy that  the  Secretary  of  State  has  come  before  this  committee 
as  one  of  the  pillars  of  the  Clinton  administration's  foreign  diplo- 
macy being  human  rights  and  democracy  is  to  really  be  observed, 
that  it  will  be  enormously  difficult  to  be  voting  for  MFN  this  time, 
because  it  would  seem  to  me  that  it  will  crumble  unless  dramatic 
changes  are  made,  it  will  crumble  as  a  pillar  of  foreign  diplomacy, 
it  really  won't  stand  up  to  the  test.  It  won't  stand  up  if  we  blink 
again.  The  world  would  look  at  it  and  say,  what  type  of  foreign  di- 
plomacy is  this  that  says  it  is  a  pillar  and  then  blinks  the  other 
way,  and  when  we  put  human  rights,  rights  especially  when  it  is 
abused  to  the  extent  that  it  is  in  China,  and  sacrifice  it  on  the  altar 
of  trade? 

So,  you  know,  those  are  very  serious  questions,  and  I  think  Mr. 
Lantos  did  an  excellent  job,  and  I  want  to  associate  myself  with 
those  remarks  as  well. 

USTR  INVOLVEMENT  IN  DECISION  TO  LIFT  VIETNAM  EMBARGO 

I  have  a  couple  of  quick  questions  for  information  for  me  with 
reference  to  Vietnam.  Was  the  USTR  involved  in  decisionmaking  in 
lifting  the  U.S.  embargo? 

Ambassador  Kantor.  Yes. 

Mr.  Menendez.  In  what  respect  was  it  involved? 

Ambassador  Kantor.  I  was  involved  with  the  meetings  with  the 
National  Security  Council  as  that  was  considered. 

Mr.  Menendez.  And  to  the  extent  that  the  USTR  was  involved, 
I  assume  it  was  with  reference  to  the  trade  prospects  between  the 
United  States  and  Vietnam. 

Ambassador  Kantor.  Well,  I  was  involved  in  the  meetings.  Obvi- 
ously, our  portfolio,  if  you  want  to  put  it  that  way,  in  trade,  was 
the  reason  I  was  at  the  table,  but  when  you  are  at  the  table,  of 
course,  you  are  involved  in  the  entire  discussion. 

Mr.  Menendez.  And  was  it  your  position  that  the  embargo 
should  be  lifted? 

Ambassador  Kantor.  Mr.  Menendez,  interesting,  in  August  1991 
I  became  the  chairman  of  the  President's  campaign,  for  which  I  am 
enormously  proud  of  my  relationship  with  him  in  that.  The  one 
thing  I  have  never  done  is  indicate  what  positions  I  take  in  situa- 
tions where  his  decisionmaking  would  be  involved  in  the  internal 
discussions,  and  I  so  I  think  it  would  be  unfortunate  if  I  broke  that 
rule  at  this  point,  with  all  due  respect. 

I  support  the  decision.  I  think  it  was  a  proper  one,  and  I  think 
Vietnam  has  made  enormous  progress,  number  one,  in  terms  of 


24 

POW  and  MIA  disclosures;  and  number  two,  I  believe  it  is  time  to 
put  that  war  behind  us. 

Mr.  Menendez.  Well,  I  respect  your  opinions  in  terms  of  when 
you  were  in  the  political  role.  What  I  am  asking  is,  was  it  your  po- 
sition as  the  U.S.  Trade  Representative  that  we  should  lift  the  em- 
bargo? 

Ambassador  Kantor.  It  is  my  position  that  we  should  have  done 
exactly  what  the  President  did. 

Mr.  Menendez.  OK.  So,  therefore,  in  fact,  was  advice  given  to 
U.S.  companies  prior  to  the  trade  embargo  being  lifted? 

Ambassador  Kantor.  I  am  sorry,  I  don't  follow  your  question. 

Mr.  Menendez.  Was  advice  given  to  U.S.  companies  as  it  relates 
to  the  possibility  of  the  trade  embargo  being  lifted  prior  to  its  being 
lifted? 

Ambassador  Kantor.  You  mean,  were  they  informed? 

Mr.  Menendez.  By  the  USTR,  ever. 

Ambassador  Kantor.  By  USTR,  informed  early  before  the  deci- 
sion was  made  public? 

Mr.  Menendez.  Not  that  it  was  going  to  be  lifted,  about  possibili- 
ties of  investment  in  Vietnam. 

Ambassador  Kantor.  To  my  knowledge,  no.  Now,  during  the 
course  of  the  13  months  I  have  been  USTR,  U.S.  companies  have 
gone  to  many  agencies  in  the  Federal  Government,  including 
USTR,  to  advocate  the  lifting  of  that  embargo,  as  you  know,  but 
in  terms  of  our  communicating  back  what  the  U.S.  position  might 
or  might  not  be  as  a  result  of  those  meetings,  absolutely  not,  not 
from  USTR. 

IMPACT  OF  PRIVATE  SECTOR  GROUPS  ON  TRADE  POLICY 

Mr.  Menendez.  Well,  one  last  question.  My  time  is  out,  and  I 
like  to  observe  the  chairman's  rules  instead  of  extend  it.  But  one 
is,  to  what  effect  do  people  who  go  to  USTR  and  say — because  we 
have  other  embargoes  in  the  world — do  we  say  that  does  affect 
companies  going  to  you,  the  USTR,  and  saying  "We  want  to  lift  the 
embargo,  it  will  do  all  of  these  great  things  for  trade,  again  some- 
times on  an  altar  of  what  I  call  Dlood  money?  What  type  of  impact 
does  that  have  on  our  policy  formation? 

And  since  this  is  my  last  opportunity,  Latin  America  is  looking 
to  NAFTA,  and  we  hear  much  of  the — and  as  a  member  of  Chair- 
man Torricelli's  Western  Hemisphere  Subcommittee,  we  hear  many 
people  from  Latin  America  come  and  say  to  us  trade  not  aid,  yet 
I  think  that  there  are  not  many  countries  that  the  United  States 
would  necessarily  believe  at  this  point  in  time  are  ready  to  get  on 
the  NAFTA  train. 

I  would  like  you  to  give  us  an  overview  of  who  you  believe  is 
poised  to  do  that  now,  because  we  are  voting  on  budgets  that  have 
developmental  aid,  and  I  think  we  need  to  do  a  little  better  in  that 
regard  because  not  everybody  is  going  to  be  on  the  NAFTA  train. 

Ambassador  Kantor.  Exactly.  I  couldn't  agree  with  you  more. 

Number  one,  let  me  iust  say  nongovernmental  organizations,  en- 
vironmental groups,  labor  organizations,  business  groups,  all  come 
to  USTR,  and  we  seek  them  out,  and  think  tanks,  and  academi- 
cians, and  others  to  try  to  get  a  full  range  of  views.  We  do  a  lot 
of,  of  course,  coordinating  with  the  Congress  of  the  United  States, 
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both  sides  of  the  aisle;  trade  is  not  a  partisan  subjects  it  is  a  non- 
partisan, bipartisan  subject,  and  so  therefore  that  is  how  the  proc- 
ess goes,  and  it  is  multifaceted  in  terms  of  input,  and  we  seek 
input  from  everyone  we  can.  That  is  number  one. 

PROSPECTS  FOR  EXPANSION  OF  NAFTA 

Number  two,  with  regard  to  Latin  America,  countries  have  dif- 
ferent levels  of  development,  as  you  implied  in  your  remarks,  and 
correctly  so.  We  are  trying  to  use  a  building  block  approach.  In 
some  cases  merely  reaching  an  intellectual  property  agreement  or 
a  bilateral  investment  treaty  with  a  country  is  where  they  would 
be  at  this  particular  time.  Trying  to  work  out  a  Caribbean  Basin 
initiative  parity  agreement  so  those  nations  will  not  be  disadvan- 
taged by  NAFTA  with  regard  to  Mexico  is  of  some  concern  to  them. 

Chile  has  done  a  marvelous  job  of  building  a  market  economy  in 
a  democracy.  They  had  10  percent  growth  last  year,  4  percent  un- 
employment, a  trade  surplus,  and  a  budget  surplus,  appear  to  be 
able  to  take  on  the  NAFTA  obligations  which,  as  you  know,  are 
quite  stringent  in  worker  rights  and  the  environment  and 
prosection  of  intellectual  property,  in  dispute  settlement  and  in 
other  ways. 

So  you  have  levels  and  differences  in  countries.  Chile  is  a  coun- 
try the  President  has  already  designated  as  one  that  would  be 
ready,  and  we  have  already  begun  discussing — potentially  ready  for 
NAFTA  accession. 

Chairman  Hamilton.  Would  the  gentleman  yield? 

Mr.  Menendez.  Yes. 

Chairman  Hamilton.  Apart  from  Chile,  are  there  any  other 
Latin  American  countries  that  are  ready  to  join  NAFTA? 

Ambassador  Kantor.  Frankly,  we  would  have  to  review.  We  just 
started  these  discussions,  Mr.  Chairman,  not  avoiding  the  question. 
Venezuela,  Argentina,  Colombia  have  done  impressive  jobs  with 
their  economies  over  the  last  number  of  years  and  have,  as  you 
know,  reduced  their  debt  substantially,  reduced  their  inflation 
rates  substantially,  and  opened  their  markets. 

Chairman  Hamilton.  What  country  would  come  after  Chile? 

Ambassador  Kantor.  Well,  I  wouldn't  want  to — I  think  if  I  began 
to  list  them  in  some  priority  order,  it  might  lead  to,  I  think,  some 
debate. 

Chairman  Hamilton.  But  you  mentioned  Venezuela, 
Colombia 

Ambassador  Kantor.  But  Venezuela,  Colombia,  Argentina  are 
all  doing  a  marvelous  job  in  terms  of  their  economies,  and  we  are 
working  closely  with  them,  as  you  know.  Others  in  Central  and 
South  America  who  are  building  democracy  and  market  economies 
may  not  be  able  to  take  on  the  NAFTA  obligations  as  quickly. 

Chairman  Hamilton.  What  is  Mexico's  position  on  letting  these 
countries  accede? 

Ambassador  Kantor.  In  my  meetings  with  the  Mexican  Govern- 
ment officials  through  these  13  months,  we  have  had  full  and  frank 
and  very  productive  discussions  about  the  NAFTA,  its  extension 
into  Latin  America.  Four  hundred  million  people  live  south  of  the 
Rio  Grande,  the  second  fastest  growing  economic  region  in  the 
world,  and  I  think  they  share  our  interest,  enthusiasm,  and  com- 
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mitment  to  making  sure  we  build  open  markets  and  expand  trade 
throughout  this  hemisphere  and  look  to  NAFTA  as  a  model  to 
carry  out  that  policy. 

Chairman  HAMILTON.  All  right. 

Mr.  Menendez,  if  you  will  yield  for  one  more  question,  are  we  ex- 
amining the  possibility  of  bringing  any  countries  outside  the  West- 
ern Hemisphere  into  NAFTA — Singapore,  for  example? 

Ambassador  Kantor.  We  have  heard  from  both  Singapore  and 
Korea,  by  the  way,  in  terms  of  their  interest  in  joining  the  NAFTA. 
We  have  not  begun  to  examine  that  possibility. 

Chairman  Hamilton.  Would  Mexico  have  objection  to  that? 

Ambassador  Kantor.  We  have  heard  no  objection  whatsoever 
from  Mexico,  but  let  me  be  full  in  my  answer.  Also,  neither  country 
has  discussed  with  Canada  whether  or  not  we  would  all  approve 
of  going  forward  even  with  discussions  with  Singapore,  Korea,  or 
frankly,  any  other  country.  We  are  trying  to  develop  accession  pro- 
cedures right  now,  and  we  are  at  the  first  stages,  as  you  know, 
with  NAFTA. 

But  I  am  just  trying  to  be  frank  with  this  committee  in  your  de- 
liberations, and  it  is  critical  to  you.  Chile  is  in  a  different  position 
than  some  others,  Venezuela,  Argentina,  and  Colombia  have  done 
a  very  good  job  with  their  economies. 

Obviously,  it  is  of  some  interest  that  both  Korea  and  Singapore 
have  evidenced  interest  in  joining  NAFTA  as  well. 

Chairman  Hamilton.  I  am  meeting  this  afternoon  with  the  Vice 
President  and  Minister  of  Trade  of  Colombia.  What  do  I  tell  him 
with  regard  to  accession  to  NAFTA? 

Ambassador  Kantor.  Tell  him  we  are  going  to  build  the  most 
powerful  hemispheric  trade  market  in  the  world  and  they  are  going 
to  be  a  vital  part  of  it. 

Chairman  Hamilton.  Soon? 

Ambassador  Kantor.  Soon.  As  soon  as  we  can. 

Chairman  Hamilton.  OK 

Mr.  Faleomavaega — excuse  me,  Mr.  Menendez.  I  didn't  mean  to 
cut  you  off. 

AID  LEVELS  FOR  LATIN  AMERICA  AND  THE  CARIBBEAN 

Mr.  Menendez.  I  just  have  one  final  comment. 

My  concern,  Mr.  Ambassador,  is  that  we  have  seen  aid  to  Latin 
America  go  from  $2  billion  in  the  late  eighties,  and  it  is  projected 
that  it  may  go  as  low  as  $400  million  for  all  of  Central  and  South 
America  and  the  Caribbean,  and  we  talk  about  hemispheric  inte- 
gration, and  we  talk  about  I  think  we  have  had  dramatic  increases 
in  our  exports  to  developing  countries,  yet  in  our  own  backyard 
NAFTA  seems  to  be  the  panacea  for  everything,  and  you  have  just 
pointed  out  that  you  have  one  country  clearly  in  mind  that  has  the 
capacity,  others  that  I  am  sure  with  other  conditions  and  possibili- 
ties may  get  there,  but  that  still  leaves  a  lot  of  people  in  all  of 
Latin  America  and  the  Caribbean,  45  percent  who  are  underneath 
poverty,  and  I  am  concerned  that  as  we  talk  about  trade  we  move 
away  from  the  development  assistance  that  could,  in  essence,  en- 
hance their  possibilities  to  enter  into  a  NAFTA  and  enhance  our 
possibilities  for  greater  exports. 


27 

Ambassador  Kantor.  If  I  might  make  just  one  brief  comment, 
and  not  by  way  of  debate,  but  by  way  of  really  support  for  what 
you  are  saying,  obviously,  the  opening  up  of  the  economies,  the  low- 
ering of  trade  barriers,  the  encouragement  of  investment  rather 
than  borrowing  to  build  economies  in  Central  and  South  America, 
has  been  a  very  wise  policy  on  the  part  of  the  leadership,  and  it 
has  helped  grow  democracies  as  well.  We  want  to  encourage  that 
as  fast  as  we  possibly  can. 

However,  I  think  we  want  to  be  at  least  somewhat  cautious  as 
we  try  to  digest  the  NAFTA,  make  sure  the  rules  are  working  well, 
make  sure  we  are  prepared  to  fully  and  fairly  integrate  these  coun- 
tries into  a  growing  hemispheric  trade  zone,  that  we  don't  make 
mistakes  along  the  way  that  will  literally  throw  out  the  baby  with 
the  bath  water,  and  so  we  are  trying  to  be  at  least  somewhat  care- 
ful as  we  move  forward. 

We  understand  the  need  to  grow  these  economies,  we  understand 
the  concerns  and  desires  really  to  join  NAFTA,  but  I  think  we  all 
need  to  do  this  in  a  very  balanced  and  productive  way.  That  doesn't 
mean  you  can't  expand  and  open  trade  more  and  more  with  all  the 
nations  of  Latin  America  as  you  are  moving  toward  what  we  might 
consider  NAFTA  accession. 

Chairman  Hamilton.  Mr.  Ambassador,  has  the  unrest  in  south- 
ern Mexico  had  any  impact  on  the  implementation  of  NAFTA? 

Ambassador  Kantor.  No. 

Chairman  Hamilton.  All  right. 

Mr.  Faleomavaega. 

TRADE  WITH  VIETNAM  AND  POW/MIA  ACCOUNTING 

Mr.  Faleomavaega.  Thank  you,  Mr.  Chairman. 

I  certainly  would  like  to  offer  my  personal  welcome  to  you,  Mr. 
Ambassador,  and  commend  you  for  your  leadership,  and  I  would 
like  to  add  the  word  "tenacity,"  if  that  makes  you  feel  better  this 
morning. 

I  do  want  to  certainly  commend  the  administration  for  what  they 
are  doing  now  as  far  as  trade  negotiations  is  concerned. 

I  want  to  follow  up  with  what  my  good  friend  from  New  Jersey 
just  questioned  about  our  situation  with  Vietnam.  With  the  Presi- 
dent's recent  decision  to  lift  the  trade  embargo  against  Vietnam, 
does  the  administration  have  a  specific  plan  to  connect  our  bilat- 
eral or  any  other  future  trade  considerations  with  Vietnam  with 
the  2,300  POWs  and  MIA's  that  we  are  still  trying  to  account  for 
in  the  Vietnam  War,  Mr.  Ambassador? 

Ambassador  Kantor.  As  you  know,  the  President  just  made  his 
decision  just  in  recent  months  to  lift  that  embargo,  and  American 
businesses  now  can  enter  that  market.  We  have  no  plans  to  go  be- 
yond that.  We  are  still  trying  to  take  a  step-by-step  approach.  As 
you  know,  one  of  the  next  moves  would  be  GATT  accession  or 
World  Trade  Organization  accession. 

Vietnam  has,  in  fact,  asked  for  observer  status,  which  is  a  status 
that  many  have  asked  for  in  the  past  and  carries  with  it  no  obliga- 
tions on  the  part  of  GATT.  We  took  no  position  on  that  for  or 
against  with  regard  to  GATT.  So  we  are  being  somewhat  cautious, 
as  we  proceed  forward,  to  Vietnam  in  that  regard. 
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Mr.  Faleomavaega.  So  you  are  saying  currently  the  administra- 
tion does  not  have  any  specific  plan  to  connect  any  future  trade 
talks  with  Vietnam  in  connection  with  the  2300  POWs  and  MIA's 
that  we  are  still  trying  to  account  for. 

Ambassador  Kantor.  No,  we  have  not. 

IMPACT  OF  NAFTA  ON  HUMAN  RIGHTS  IN  MEXICO 

Mr.  Faleomavaega.  OK 

Mr.  Ambassador,  the  administration  has  been  quite  vocal  in  the 
media  concerning  the  problems  that  China  has  with  human  rights 
violations.  Come  this  June,  the  Congress  and  the  President  are 
going  to  go  through  another  ritual  of  whether  or  not  to  grant  China 
MFN  status.  My  question:  Are  we  applying  the  same  human  rights 
standard  against  the  recent  crisis  that  Mexico  now  faces  with  its 
indigenous  Indian  population,  particularly  what  is  happening  now 
in  the  State  of  Chiapas?  Are  we  considering  this  as  an  internal 
matter  that  is  not  really  our  problem  with  Mexico? 

Ambassador  Kantor.  We  have  made  it  quite  clear  even  during 
the  NAFTA  debate  and  the  negotiations  over  the  labor  and  envi- 
ronmental side  agreements  we  were  concerned  about  certain  as- 
pects of  the  Mexican  political  scene.  We  made  it  quite  clear  we  do 
not  believe  Mexico  is  a  perfect  democracy  and  they  have  a  long  way 
to  go  in  many  areas.  We  have  noted,  though,  that  President  Salinas 
has  made  strides  in  terms  of  political  reform  as  well  as  economic 
reform  in  Mexico.  We  are  trying  to  encourage  that. 

We  believe  that  the  advent  of  NAFTA  and  the  opening  of  these 
markets  and  the  engagement  of  Canada  and  the  United  States 
with  Mexico  will  continue  to  build  a  middle  class  in  Mexico,  will 
raise  the  standard  of  living  there  as  well  as  in  our  country  and 
build  jobs  throughout  North  America,  and  be  very  helpful  in  that 
process. 

I  think  we  are  realistic,  it  is  not  going  to  happen  overnight,  and 
I  think — at  least  news  reports  I  have  seen,  which  you  have  seen — 
what  President  Salinas  referred  to  the  other  day,  especially  inter- 
national observers  in  terms  of  the  Mexican  Presidential  election, 
could  be  quite  helpful. 

Mr.  Faleomavaega.  Is  the  administration  seriously  looking  into 
the  problem  with  the  indigenous  Indians  that  they  have  had  over 
the  years  against  the  Mexican  Government? 

Ambassador  Kantor.  Frankly,  that  would  be  outside — with  all 
due  respect — outside  of  my  parameters  and  would  be  a  State  De- 
partment concern,  and  I  really  couldn't  answer  that  question  with 
any — I  would  be  glad  to  get  you  that  answer,  sir,  but  I  really 
couldn't  answer  that. 

EXPANDING  ROLE  OF  USTR 

Mr.  Faleomavaega.  I  have  learned  a  couple  of  words  this  morn- 
ing— the  Kabuki  dance.  Do  you  do  the  Kabuki,  Mr.  Ambassador? 

Ambassador  Kantor.  I  am  sorry,  I  can't  hear  you. 

Mr.  Faleomavaega.  The  Kabuki  dance,  play  mah-jongg.  I  don't 
know  if  you  are  familiar  with  kung  fu  and  tai  chi  and  chi  kong, 
and  all  these  other  things. 

You  indicated  that  your  office  is  quite  strained  in  terms  of  the 
resources  and  the  personnel.  You  probably  have  one  of  the  smallest 
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agencies  dealing  with  issues  that  are  paramount  to  what  I  couldn't 
agree  further  with  my  chairman,  that  our  foreign  policy  now  is  ex- 
actly the  same  as  our  trade  policy.  We  are  probably  the  only  coun- 
try in  the  world  that  does  not  have  a  full  ministerial  level,  depart- 
mental, Cabinet  level  organization  like  MITI  in  and  Japan  and  sev- 
eral others. 

I  wanted  to  ask  you,  we  are  trying  to  make  EPA  a  Cabinet  level. 
Do  you  think  that  USTR  should  receive  the  same 

Ambassador  Kantor.  Oh,  we  are  Cabinet  level  and  have  been  for 
a  few  years  now.  The  fact  is,  it  is  the  smallest  trade  agency,  I  am 
sure,  in  the — among  the  developed  countries,  if  not  among  many 
others. 

But  let  me  just  say  that  our  role — which  is,  we  are  a  creature 
of  Congress — it  started  in  1962,  led  by  Wilbur  Mills  and  Hale 
Boggs,  I  think,  if  I  am  not  mistaken,  in  this  body,  to  set  up  such 
an  organization  to  be  a  coordinating  body — State  Department,  Ag- 
riculture, Commerce,  Treasury,  Council  of  Economic  Advisors — 
many  different  agencies,  of  course,  who  have  a  piece  of  the — and 
importantly  so — of  trade.  That  is  a  role  we  have  continued  to  per- 
form. 

As  trade  has  become  more  complicated,  of  course,  obviously,  it  is 
not  just  lowering  tariffs  any  more,  we  now  have  labor  standards 
and  environmental  standards  and  protection  of  intellectual  prop- 
erty, and  services  have  now  come  under  it,  and  these  negotiations 
and  these  treaties  not  only  become  more  important,  they  become 
more  complicated. 

We  have  had  great  help  out  of  those  agencies,  let  my  say,  my  fel- 
low Cabinet  offices  and  their  Cabinet  officers  and  their  people  have 
been  of  great  help.  But  it  is  the  smallest  agency  of  its  kind,  at  least 
among  developed  countries.  But  I  think  the  record  this  President 
has  had  in  1993  might  give  testament  that  being  lean — hopefully 
not  mean —  Mr.  Lantos  doesn't  think  I  am  very  mean — but  being 
lean  and  quick  may  be  more  effective  than  having  a  giant  bureauc- 
racy. 

JAPANESE  TRADE  PRACTICES 

Mr.  Faleomavaega.  I  recently  met  with  some  Japanese  officials, 
and  they  claim  that  Japan  currently  is  listed  under  the  rules  of  the 
standards  that  GATT  provides  as  a  free  trade  country,  and  they 
are  somewhat  bewildered  and  why  we  are  going  through  all  these 
protectionism  ideas,  I  suppose  in  reference  recently  or  in  the  past 
when  President  Bush  went  to  Australia  and  he  got  a  mouthful  from 
the  Australian  farmers  about  us  being  protective  about  our  farm 
policies  where  we  don't  allow  farm  products  from  Australia  to  be 
imported  to  our  country. 

Do  you  have  any  understanding  about  this  GATT  standard  as  far 
as  the  Japanese  are  concerned?  They  fulfill  all  the  elements  of 
being  a  free  trade  country. 

Ambassador  Kantor.  Well,  they  fulfill  all  the  dictates  of  the  cur- 
rent GATT,  which  we  don't  find  acceptable.  That  is  why  we  are 
supporting  the  World  Trade  Organization,  and  this  President  led 
the  international  drive  and  in  10  months  was  able  to  achieve  an 
agreement  that  no  one  could  achieve  in  7V2  years,  and  that  is  the 
World  Trade  Organization. 
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What  we  are  trying  to  do  in  Japan  is  to  unmanage  trade.  For  30 
years  what  the  Japanese  have  done  is  manage  trade.  They  have 
locked  up  certain  competitive  sectors.  Where  the  Japanese  are  the 
biggest  exporters,  their  markets  are  the  most  closed.  There  is  an 
inverse  correlation,  if  you  might,  between  those,  whether  it  is  com- 
puters or  supercomputers  or  automobiles,  auto  parts,  or  cellular 
phones,  or  wood,  or  paper,  or  glass,  or  baseball  bats.  You  name  it, 
those  markets  where  they  are  big  exporters  are  virtually  closed  to 
foreign  competitive  goods,  not  just  U.S.  foreign  competitive  goods. 
We  need  to  open  those  markets.  Those  closed  markets  have  an  ef- 
fect on  U.S.  jobs,  have  an  effect  on  the  world  economy,  and  actually 
have  a  deleterious  effect  on  the  Japanese  economy  as  well. 

Mr.  Faleomavaega.  And  you  don't  think  our  consumers  will  be 
hurt  by  this? 

Ambassador  Kantor.  No.  Our  consumers  will  be  helped  by  this. 
Our  consumers  are  also  workers,  and  their  incomes  and  their  jobs 
will  be  more  secure,  their  incomes  will  go  up,  our  standard  of  living 
will  be  higher,  and  we  will  have  global  growth,  and  the  same  will 
happen  in  Japan.  That  is  what  open  trade  does  for  you,  frankly. 

Mr.  Faleomavaega.  Thank  you,  Mr.  Chairman. 

Chairman  Hamilton.  The  Chairman  wants  to  observe  that  he  is 
calling  members  in  the  order  in  which  they  have  come  into  the 
room,  according  to  the  committee  rules.  I  have  Mr.  Oberstar  next, 
then  Mr.  Smith,  Mr.  Gilman,  and  Ms.  Snowe. 

Mr.  Oberstar. 

SUPPORT  FOR  ADMINISTRATION'S  TRADE  POLICY 

Mr.  Oberstar.  Thank  you,  Mr.  Chairman,  for  calling  this  hear- 
ing. I  think  it  is  a  very  important  opportunity  for  us  to  review  the 
status  of  U.S.  trade  relations  and  particularly  in  the  aftermath  of 
GATT,  and  I  do  want  to  complement  you,  Ambassador  Kantor,  for 
the  activism  you  have  demonstrated  and  which  this  administration 
from  the  President  on  down  has  demonstrated  in  international 
trade. 

I  know  these  have  been  difficult  months  for  you  going  back  to  the 
very  beginning  of  last  year,  but  as  I  observed  at  the  meeting  we 
had,  I  think  of  the  Congressional  Steel  Caucus,  it  is  a  whole  lot 
more  interesting  and  challenging  and  exciting  than  what  you  were 
doing  putting  together  the  campaign  at  a  frustrating  time,  and  you 
have  had  equal  success. 

I  find  particularly  refreshing  words  in  your  testimony  that  I 
haven't  heard  in  a  long  time  from  the  executive  branch,  page  3 — 
"Other  countries  must  accept  the  responsibility  of  opening  their 
markets  to  U.S.  goods  and  services.  The  rules  of  GATT  didn't  pro- 
vide for  prompt  settlement  of  disputes;  that  the  United  States  is 
no  longer  willing  to  look  the  other  way  when  key  American  eco- 
nomic interests  are  at  stake;  we  will  no  longer  tolerate  Japanese 
barriers  to  U.S.  exports."  I  think  those  are  strong  statements,  and 
they  are  being  backed  up,  I  think,  by  very  firm  actions. 

You  had  an  exchange  earlier  about  the  cultural  discussions,  as 
they  were  called  by  the  French.  I  happen  to  have  been  in  Paris  at 
that  time,  not  on  official  business  but  on  a  honeymoon  with  my 
new  bride,  and  read  with  great  interest  in  the  French  news- 
papers— I  had  quite  some  discussions  with  French  Government  au- 
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thorities.  That  was  the  most  important  issue,  I  would  say  to  my 
colleagues,  for  the  French. 

The  French  newspapers,  which  I  was  avidly  reading  at  the  time, 
trumpeting  the  fact  that  U.S.  film  and  television  production  has 
penetrated  65  percent  of  the  French  market,  they  felt  that  was  ter- 
rible. They  were  just  very  upset  about  this. 

The  public  and  the  television  and  film  sector  are  putting  tremen- 
dous pressures  on  the  French  Government  to  be  tough  in  this  re- 
spect, and  I  had  quite  some  discussions  with  French  colleagues 
about  that  at  that  time,  and  I  think  what  you  have  accomplished 
is  as  good  and  maybe  better  than  could  be  done  under  the  cir- 
cumstances. 

UNFAIR  TRADE  PRACTICES  IN  STEEL  SECTOR 

There  is  an  area  where  I  am  not  quite  confident  that  as  much 
has  been  done  as  could  be  done  and  should  be  done,  and  that  is 
in  the  steel  sector.  My  district  has  been  on  the  receiving  end  of  un- 
fair trade  practices  in  steel  for  many,  many  years.  We  produce  iron 
ore,  or  taconite,  as  it  is  called,  a  processed  product  for  the  steel  in- 
dustry, and  whenever  there  is  a  downturn  in  steel,  my  district  gets 
pneumonia.  We  went  from  16,000  jobs  in  1981  to  1,500  jobs  in  less 
than  18  months.  When  steel  imports  went  to  30  percent  of  the  U.S. 
market,  it  was  across  the  board,  it  wasn't  just  Japan,  it  was  the 
European  Common  Market,  which  I  understand  very  well.  I  did  my 
graduate  studies  in  Europe  at  the  time  of  the  signing  of  the  Com- 
mon Market  treaties  on  European  economic  trade  matters.  That 
was  my  master's  degree  work,  and  I  have  continued  to  follow  those 
matters  very  closely. 

I  know  how  the  Europeans  protect  their  markets  and  how  they 
work  diligently.  They  have  a  surplus  of  50,000  jobs  in  steel  today, 
and  Belgium,  for  example,  won't  cut  back  because  if  they  do  they 
will  face  a  general  strike  that  will  shut  the  whole  country  down. 

The  Japanese,  Koreans,  Third  World  countries,  Brazil  particu- 
larly in  iron  ore  and  steel,  cost  us  250,000  jobs  in  steel  and  10,000 
jobs  in  my  district  by  their  unfair  trading  practices. 

Just  recently  another  700  jobs  have  been  lost  in  the  National 
Steel  Pellet  Company  in  Keewatin  in  the  heart  of  my  district  not- 
withstanding a  pleading  by  our  Ambassador  to  Japan  to  Nippon 
Coke  and  Steel  which  owns  National  Steel  Company  in  the  United 
States  to  extend  themselves  to  keep  this  plant  operating.  The  dele- 
gation from  northern  Minnesota  went  there  to  plead  with  the  Japa- 
nese to  keep  this  plant  going.  It  is  shut  down,  700  jobs  out. 

The  Steel  Caucus  prevailed  upon  you  to  pay  particular  attention 
to  dumping  and  subsidy,  those  two  issues.  I  think  we  are  not  suc- 
cessful in  fighting  dumping  because  our  own  trade  laws  shift  the 
burden  to  U.S.  companies  to  make  the  case  against  more  incoming, 
and  we  are  playing  by  Marquis  of  Queensberry  rules  while  others 
are  using  black  belt  karate  against  us,  and  we  want  to  achieve  a 
de  minimis  standard  of  .5  percent  on  accumulation,  on  antidump- 
ing, and  countervailing  duty  cases  and  action  against  subsidies  by 
other  governments  to  regional  developments,  ana  we  all  know  that 
what  that  means  is  that  steel  is  concentrated  in  specific  regional 
sectors,  and  not  achieving  progress  on  that  matter  will  create  a 
large  loophole. 
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We  have  unfortunately  not  received  a  complete  response,  al- 
though there  has  been  excellent  oral  communication  but  no  written 
response  to  our  Steel  Caucus  letter  of  last  November.  I  would  give 
you  this  opportunity  to  elaborate  on  what  has  been  accomplished 
in  the  steel  sector  and  of  course  the  GATT  round,  the  GATT  nego- 
tiations. 

Ambassador  Kantor.  Less  than  a  week  after  we  came  into  office, 
the  Secretary  of  Commerce  supported,  as  you  know,  the  antidump- 
ing duties  that  had  been  levied  and  supported  them  again  in  the 
summer,  and  of  course  they  were  lowered  substantially  as  a  result 
of  the  work  of  the  International  Trade  Commission. 

Mr.  Oberstar.  We  have  unfortunately  lost  half  of  the  cases — our 
steel  companies  lost  half  of  the  cases  in  the  International  Trade 
Administration,  and  that  is  not  because  of  an  unwillingness  of  the 
administration,  it  is  because  our  trade  laws  are  lousy,  they  work 
against  us. 

CROSS-INDUSTRY  REQUIREMENT  FOR  REGIONAL  SUBSIDIES 

Ambassador  Kantor.  Let  me  go  for  number  two.  We  have  been 
trying  to  negotiate,  as  you  know,  a  multilateral  steel  agreement  to 
get  rid  of  subsidies  in  trie  steel  industry  around  the  world.  We  were 
asked  in  the  Uruguay  round,  of  course,  to  drop  our  antidumping 
duties,  we  have  refused  to  do  so.  We  won't  do  so  until  these  sub- 
sidies are  in  fact  disciplined  in  a  way  that  makes  sense. 

Third,  in  the  regional  subsidies,  let  me  make  it  clear,  we  in- 
sisted, and  as  part  of  the  World  Trade  Organization,  you  cannot, 
as  a  result  of  regional  subsidies  which  are  only  supposed  to  be  for 
areas  of  some  economic  deprivation,  use  those  for  any  one  industry, 
it  has  to  be  cross-industry  subsidies  to  stay  away  from  exactly  what 
you  are  talking  about. 

We  were  very  well  aware  of  what  had  been  done  in  the  past,  and 
we  made  it  clear  in  the  World  Trade  Organization  that  would  not 
be  able  to  be  done  in  the  future,  and  so  that  is  an  absolute  condi- 
tion on  the  so-called  regional  subsidies  which  were  green-lighted — 
that  is,  allowed  not  to  be  countervailable.  So  we  made  it  very  clear, 
and  it  is  very  precise  in  the  rules  of  the  new  World  Trade  Organi- 
zation. 

Mr.  Oberstar.  Was  a  cap  agreed  upon? 

Ambassador  Kantor.  They  have  to  go  across.  They  have  to  be 
available  across  the  population,  not  to  any  one  industry. 

Mr.  Oberstar.  They  can't  be  targeted  specifically. 

Ambassador  Kantor.  That  is  exactly  right. 

Mr.  Oberstar.  OK. 

NEW  STEEL  AGREEMENT  MUST  ADDRESS  SUBSIDIES 

Ambassador  Kantor.  We  were  very  well  aware,  and  you  are  ab- 
solutely right.  You  and  I  have  talked  about  this,  and  you  know  this 
administration  agrees  with  you  on  that,  and  we  maintained  that 
position  and  were  sustained  in  it. 

Let  me  make  one  other  point.  I  am  sorry  to  go  on,  Mr.  Chairman, 
but  this  is  a  critical  subject. 

We  are  as  concerned  as  you  are  about  the  industry.  The  fact  is 
that  the  new  dumping  code,  which  really  sustains  the  U.S.  ap- 
proach to  antidumping  and  countervailing  duties,  is  very  much  in 
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our  favor  just  in  the  areas  you  are  talking  about,  so  we  can't  be 
taken  unfair  advantage  of  by  others.  As  you  say,  we  have  played 
by  certain  open  due  process  rules  that  others  don't.  It  requires  real- 
ly the  U.S.  standard  to  be  implemented  both  in  due  process  and 
transparency  and  the  invocation  of  antidumping  laws  which  have 
become  more  prevalent  around  the  world. 

So  we  have  made  great  progress,  though  not  as  much  as  we 
want,  in  the  new  World  Trade  Organization  agreement  or  Uruguay 
round  agreement.  We  need  a  multilateral  steel  agreement  but  only 
if  it  addresses  those  subsidies  in  a  way  that  is  effective,  that  we 
can  get  rid  of  them  and  put  the  U.S.  industry  on  an  equal  footing 
or  level  playing  field  with  other  industries  around  the  world. 

Mr.  Oberstar.  I  greatly  appreciate  your  willingness  to  pursue 
the  multilateral  approach  to  steel.  I  won't  pursue  the  matter  here. 
I  want  to  continue  to  have  these  discussions  with  you  and  within 
the  context  of  the  Steel  Caucus,  and  I  appreciate  your  initiative 
and  effort,  and  let's  keep  it  up. 

We  are  not  talking  in  the  abstract,  these  are  real  lives,  real  jobs, 
real  people. 

Ambassador  Kantor.  Absolutely. 

Mr.  Oberstar.  The  shutdown  of  National  Steel  Pellet  Company 
means  shutting  down  an  entire  community.  The  school  district  is 
going  to  lose  its  entire  tax  base  as  a  result  of  this. 

Ambassador  Kantor.  As  you  and  I  both  know,  one  of  the  mar- 
kets in  Japan  that  is  most  closed  is,  of  course,  the  steel  market  and 
the  automobile  industry  to  U.S.  steel  companies,  and  we  need  to 
open  up  that  market,  and  I  know  our  Ambassador  to  Japan,  who 
is  a  great  friend  of  yours  and  of  mine  from  your  State,  is  working 
very  nard  to  do  that. 

Mr.  Oberstar.  He  sure  is. 

Ambassador  Kantor.  I  just  talked  to  him  this  morning. 

Mr.  Oberstar.  And  we  appreciate  his  efforts. 

Thank  you  Mr.  Chairman. 

Chairman  Hamilton.  Mr.  Smith. 

GRADUAL  APPROACH  TO  RELATIONS  WITH  VIETNAM 

Mr.  Smith.  Thank  you  very  much  Mr.  Chairman. 

Mr.  Ambassador,  as  you  I  think  know  so  well,  the  pain  and  the 
ordeal  of  our  POW-MIA's,  and  their  families  who  still  don't  know, 
is  one  of  those  wounds  that  just  refuses  to  be  healed  until  we  get 
a  thorough  and  a  complete  accounting. 

I  know — and  many  members  of  this  committee  have  served  on 
the  House  POW-MIA  Task  Force  as  well — that  there  was  very  com- 
pelling evidence  over  the  years  that  we  left  men  behind.  General 
Eugene  Tighe,  the  former  head  of  the  Defense  Intelligence  Agency, 
had  said  that  something  on  the  order  of  50  men  may  have  been 
held  against  their  will.  Whether  or  not  those  men  remain  alive  is 
an  open  question. 

But  I  was  wondering  if  I  heard  you  correctly  when  you  said  that 
in  opening  up  trade  with  Vietnam,  did  we  distinctly  link  resolution 
of  the  POW-MIA  issue  to  that  opening  or  not? 

Ambassador  Kantor.  As  you  know,  this  administration  has  been 
very  resolute  in  going  step  by  step  as  progress  was  made  on  that 
very  important  issue,  and,  as  you  know,  progress  has  been  made. 
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We  had  a  step-by-step  approach  in  terms  of  opening  up  to  Viet- 
nam. We  maintain,  of  course,  a  number  of  items  that  we  can  use 
to  continue  to  persuade  Vietnam  that  they  should  continue  the 
process  of  turning  over  remains  of  Americans  who  were  missing  in 
action  and  going  through  other  processes  to  address  this  critical 
question. 

As  you  know,  the  President's  opening  up  or  lifting  of  the  embargo 
did  not  cover  all  the  areas  of  trade  or  other  areas  that  we  could 
have.  We  will  continue  the  step-by-step  approach. 

Mr.  Smith.  I  would  hope  some  consideration  would  be  given  espe- 
cially as  those  other  areas  are  looked  at,  because  the  progress  in 
the  last  year  has  been  exceedingly  limited  with  regard  to  Vietnam. 
As  a  matter  of  fact,  the  issue  of  the  live  prisoners  remains  an  issue 
that,  because  we  do  not  have  access  to  their  education  camps  and 
other  areas  where  incarceration  may  occur,  they  get  all  they  can, 
to  put  it  bluntly,  from  the  repatriation  of  some  remains,  and  some 
of  those  remains,  I  say,  have  callously  been  not  those  of  U.S.  serv- 
icemen, as  the  laboratory  in  Hawaii  has  pointed  out  from  time  to 
time. 

LINKAGE  OF  HUMAN  RIGHTS  CONDITIONS  WITH  MFN  FOR  CHINA 

I  would  like  to  ask  a  question  with  regard  to  China.  I  associate 
myself  with  the  remarks  of  Mr.  Lantos.  He  and  I  and  others — it  is 
a  bipartisan  effort — are  very  concerned  about  the  deteriorating 
human  rights  situation  in  China.  I  think  nobody  in  their  right 
mind  would  suggest  that  if  the  determination  were  made  today, 
that  significant  progress  could  be  alleged  or  suggested  with  regard 
to  their  situation.  They  have  cracked  down  on  religion,  as  you 
know.  There  is  a  very  pervasive  crackdown  on  house  churches,  the 
Catholic  Church,  that  which  is  aligned  with  Rome.  There  has  been 
an  escalation  of  crackdown  in  the  area  of  population  control.  The 
use  of  torture  remains  unabated,  and  our  own  human  rights  report 
says  that  their  human  rights  situation  fell  far  short  of  inter- 
national norms.  Moreover,  the  use  of  gulag  labor  is  a  significant 
problem. 

I  have  looked  very  carefully  at  the  MOU.  I  myself  have  been  to 
one  prison  camp,  Beijing  Prison  Number  One,  and  I  know  that 
when  you  don't  have  access  to  a  site  suspected  of  exporting  goods 
made  Dy  prison  labor  in  a  timely  fashion,  they  have  the  capability 
of  completely  altering  the  evidence,  and,  having  said  that,  they 
don't  even  allow  access  to  the  sites  that  we  have  asked  for.  So  I 
would  suggest  that  significant  regression  is  the  more  appropriate 
word. 

My  question  to  you  is,  because  this  probably  will  be  a  State  De- 
partment call  and  a  Presidential  call  on  this,  in  your  view,  looking 
to  the  next  year,  would  you  recommend  that  human  rights  condi- 
tions be  affixed  to  the  continuation  of  MFN  for  China? 

Ambassador  Kantor.  I  think  the  President's  policy  is  quite  clear 
in  this,  and  it  is  linked,  and  I  don't  see  any  change  in  that  policy 
at  all. 

Mr.  Smith.  So  in  the  next  year  you  would  think  that  that  would 
be  a  good  idea? 

Ambassador  Kantor.  I  support  the  President's  policy  totally. 
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Mr.  Smith.  But  I  was  asking  for  your  position,  particularly  from 
your  position  as  our  lead  person  on  trade. 

Ambassador  Kantor.  As  you  know,  the  President,  and  I  think 
properly  so,  separated  our  trade  relationship  out  from  the  MFN 
human  rights  link,  because  the  trade  relationship,  of  course,  is  one 
which  has  its  own  mandates  and  its  own  concerns. 

We  have,  in  fact,  been  modestly  effective  in  a  number  of  ways 
with  trade  with  China  over  the  past  year.  We  need  to  be  more  ef- 
fective in  certain  areas.  However,  that  is  delinked  and  not  a  part 
of  what  goes  on  in  linking  human  rights  and  MFN  status  as  sepa- 
rate questions. 

Mr.  Smith.  I  would  like  to  yield  to  Mr.  Rohrabacher  for  a  very 
brief  comment. 

Mr.  Rohrabacher.  Yes. 

Mr.  Ambassador,  the  subject  of  Vietnam  came  up,  and  you  did 
say  you  were  involved  with  the  discussion  within  the  administra- 
tion of  lifting  the  embargo,  and  I  have  one  question  for  you,  and 
that  is,  did  you  at  any  time  since  the  1992  election  communicate 
in  any  way  with  Secretary  of  Commerce  Ron  Brown  concerning  the 
lifting  of  the  embargo  on  Vietnam? 

Ambassador  Kantor.  Never. 

Mr.  Rohrabacher.  Thank  you  very  much. 

Chairman  Hamilton.  Mr.  Oilman. 

U.S.  LEVERAGE  WITH  VIETNAM 

Mr.  Gilman.  Thank  you,  Mr.  Chairman. 

I  want  to  welcome  Ambassador  Kantor  to  our  committee. 

Ambassador  Kantor.  Thank  you. 

Mr.  Gilman.  Just  to  follow  this  train  of  thought,  what  leverage 
do  we  have  left  with  Vietnam  for  making  certain  that  we  get  a  full 
and  final  accounting  of  our  missing  persons? 

Ambassador  Kantor.  Well,  part  of  the  leverage — and  let  me  just 
speak  to  my  area.  I  hate  to  be  so  parochial,  but  that  is  probably 
more  effective  than  talking  about  other  officials'  areas.  Of  course, 
Vietnam  is  very  interested  in  GATT  or  World  Trade  Organization 
accession.  As  you  know,  it  is  a  contract  organization;  any  one  party 
can  block  the  accession  of  others. 

Mr.  Gilman.  So  you  are  saying  admission  to  GATT  would  be 

Ambassador  Kantor.  We  look  at  the  whole  picture,  as  we  do 
with  other  countries  in  that  regard,  and  we  would  certainly —  cer- 
tainly that  would  be  something  we  would  look  at. 

REVENUE  LOSS  THROUGH  TARIFF  REDUCTIONS 

Mr.  Gilman.  Thank  vou. 

Now,  Mr.  Ambassador,  I  know  that  the  major  focus  these  days 
is  on  U.S.  trade  relations  with  Japan.  However,  I  would  like  to 
turn  for  a  moment  to  the  far  broader  issue  of  the  framework  of  our 
U.S.  trade  relations  with  all  of  our  trading  partners  through  GATT, 
and  you  have  taken  a  vital  part  in  developing  our  new  agreement. 

As  we  all  know,  the  latest  round  of  GATT  negotiations,  the  Uru- 
guay round,  has  been  completed,  and  you  deserve  our  congratula- 
tions for  helping  us  do  that  well.  But  much  has  been  said  about 
the  impact  of  this  agreement  on  various  sectors  of  our  economy, 
and  I  am  concerned  about  another  aspect.  How  are  we  going  to 
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make  up  for  the  revenues  that  are  lost  through  any  reductions  in 
tariffs?  The  administration  has  argued  that  the  agreement  will  be 
revenue  neutral  because  tax  receipts  from  expanded  exports  will 
offset  the  tariff  losses. 

However,  congressional  rules  that  we  adopted  back  in  1990  to  cut 
the  deficit  do  not  permit  us  to  count  these  so-called  dynamic  gains. 
This  means  that  under  our  rules  Congress  must  either  cut  an  esti- 
mated $11  billion  in  spending  or  raise  that  much  in  taxes  to  make 
up  for  lost  tariff  revenues. 

True,  there  is  a  provision  to  waive  those  budget  rules  for  this 
purpose,  but  that  would  open  a  Pandora's  box  to  waive  the  rule  for 
other  objectives,  and  before  you  know  it,  we  would  be  right  back 
in  the  Federal  deficit  soup. 

A  number  of  members  of  this  committee  voted  against  NAFTA  in 
part  perhaps  because  of  our  concern  over  tax  increases  that  could 
be  offset  by  lost  tariff  revenues.  In  the  same  way,  a  number  of  us 
are  concerned  that  the  cost  to  the  American  taxpayer  of  the  GATT 
agreement  as  concluded  may  outweigh  the  purported  benefits. 

So  I  hope  that  the  administration  and  your  office  will  be  pre- 
pared to  address  this  broader  issue  as  the  implementing  legislation 
for  GATT  is  formulated,  and  I  would  welcome  your  comments  with 
regard  to  that. 

OFFSETS  WILL  BE  SOUGHT  FOR  REDUCTION  IN  TARIFF  REVENUE 

Ambassador  Kantor.  Thank  you  very  much,  sir,  and  I  would  be 
pleased  to  do  that. 

First  of  all,  I  think  it  should  not  escape  our  notice  that  the  Fed- 
eral deficit  has  been  reduced  substantially  in  the  first  year  of  this 
administration  given  the  President's  economic  program. 

Number  two,  the  Uruguay  round  will  cost  us  about  $13.9  billion 
over  5  years.  That  cost  is  really  a  tax  cut  for  American  consumers. 
An  independent  study  just  released  indicates  we  will  collect  three 
Federal  dollars  for  every  $1  in  tariff  cuts.  Therefore,  we  would 
have,  of  course,  a  substantial  net  increase  in  Federal  revenues  as 
a  result.  But  you  are  of  course  correct,  we  can't  count  that  in  a 
nonstatic  or  nondynamic  budget  concept  under  the  PAYGO  rules 
adopted  in  1990. 

We  are  not  seeking  a  waiver  of  those  rules,  we  are  looking  for 
offsets,  not  revenue  increases,  in  order  to  make  up  for  the  $13.9  bil- 
lion. We  are  working  on  a  daily  basis  with  the  director  of  the  Office 
of  Management  and  Budget,  Mr.  Panetta,  a  former  colleague  of 
yours,  and  we  have  made  some  progress,  and  we  are  working  very 
hard  in  order  to  find  the  necessary  revenue. 

I  do  not  need  to  tell  you,  you  know  better  than  I,  how  difficult 
it  is  in  a  very  tough  budget  to  try  to  maintain  discipline,  try  to  find 
the  revenues  to  offset  in  a  nondynamic  budget  situation.  It  is  really 
a  tax  cut  for  the  American  people  and  American  consumers  which 
will  raise  a  tremendous  amount  of  Federal  revenue,  but  those  are 
the  rules,  that  is  what  happens  when  you  cross  the  chalk  line  and 
get  on  the  playing  field,  and  we  are  going  to  meet  that  test. 

Mr.  Gilman.  Mr.  Ambassador,  will  that  mean  that  $13  billion  off- 
set for  this  coming  fiscal  budget? 

Ambassador  Kantor.  No,  over  5  years,  sir. 

Mr.  Gilman.  Over  the  5-year  term? 
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Ambassador  Kantor.  Yes,  sir,  $13.9  I  think  is  the  latest  figure. 
It  is  a  very  difficult  figure  to  come  up  with,  but  I  think  we  have 
finally  precisely  come  to  $13.9.  It  might  change  slightly  but  not  by 
much. 

Chairman  Hamilton.  Would  the  gentleman  yield? 

Mr.  Gilman.  I  would  be  pleased  to  yield  to  the  chairman. 

Chairman  Hamilton.  You  are  considering  a  number  of  options. 
Can  you  share  with  us  any  of  the  options  you  are  considering? 

Ambassador  Kantor.  Not  at  this  time,  Mr.  Chairman.  We  have 
had  a  number  of  meetings  on  that.  We  have  a  whole  list  of  poten- 
tial options,  as  you  know.  We  have  other  programs  as  well  that  the 
President  is  interested  in,  in  investing  in  the  American  people. 
They  will  require  offsets  as  well.  We  are  going  to  have  to  balance 
those  with  what  we  have  done  in  the  Uruguay  round. 

Chairman  Hamilton.  When  do  you  think  you  might  have  the  off- 
sets to  submit  to  the  Congress? 

Ambassador  Kantor.  Well,  the  President  will  sign  the  Uruguay 
round  agreement  on  April  15.  That  is,  the  120-day  period  would 
have  elapsed  at  that  point  since  December  15,  the  date  we  initialed 
it  in  Geneva,  or  it  was  adopted  in  Geneva.  We  will  hope  to  come 
to  Congress  very  quickly  after  that  and  begin  those  discussions, 
and  of  course  at  that  point  we  should  and  will  have  a  plan  to  offset 
the  $13.9  billion. 

Chairman  Hamilton.  I  thank  the  gentleman  for  yielding. 

ADMINISTRATION  POLICY  ON  ARAB  BOYCOTT 

Mr.  Gilman.  Thank  you,  Mr.  Chairman. 

Mr.  Ambassador,  it  is  my  understanding  that  certain  Arab  lead- 
ers have  given  private  assurances  that  their  countries  will  end  the 
secondary  boycott  of  U.S.  companies  only  to  be  followed  by  continu- 
ing to  send  boycott  requesting  documents  to  U.S.  companies. 

Exactly  how  does  the  administration  define  an  end  to  the  second- 
ary and  tertiary  boycott  of  U.S.  companies,  especially  in  light  of  the 
rhetorical  assertions  by  some  Arab  leaders  that  they  are  not  really 
adhering  to  the  boycott  anyway?  Recently,  during  Secretary 
Brown's  mission  to  the  Middle  East,  the  Arab  League  stated  a  will- 
ingness to  discuss  dropping  elements  of  the  secondary  and  tertiary 
boycotts  at  the  next  meeting  of  the  Arab  League.  This  was  the  first 
positive  sign  we  have  seen  in  the  Arab  League  on  this. 

Then,  I  was  informed,  within  weeks  of  that  statement,  Arab 
League  officials  said  there  were  no  promises  about  consideration  of 
the  boycott  on  the  agenda  of  the  next  Arab  League  meeting,  and 
that  officials  implied  that  whatever  commitments  were  made  to 
Secretary  Brown  on  the  matter  were  nonbinding. 

Within  weeks  of  that  statement,  they  reneged.  Have  you  ques- 
tioned the  Arab  League  about  their  inconsistent  and  contradictory 
statements,  and  are  you  following  this  issue? 

Ambassador  Kantor.  Number  one,  we  have  made  it  quite  clear 
to  various  Arab  Ambassadors  from  Arab  nations  that  GATT  acces- 
sion will  not  be  supported  by  the  United  States  until  the  secondary 
and  tertiary  boycotts  are  ended. 

Number  two,  I  have  had  a  number  of  discussions  and  made  that 
quite  clear,  that  our  policy  will  not  change  in  that  regard. 
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IMPACT  OF  NAFTA  ON  CARIBBEAN  BASIN  EXPORTS 

Mr.  Gilman.  Mr.  Chairman,  thank  you,  Mr.  Chairman,  I  have 
just  one  more  question. 

Mr.  Ambassador,  has  the  administration  developed  a  NAFTA 
parity  formula  to  take  into  account  concerns  of  the  Caribbean  and 
Central  American  countries  that  NAFTA  implementation  will  ad- 
versely affect  their  economies  especially  in  the  textile  and  apparel 
sectors?  We  met  recently  in  Florida  with  some  of  those  folks,  and 
they  expressed  some  deep  concerns  with  regard  to  parity. 

Ambassador  Kantor.  It  is  an  important  issue,  and  we  have  de- 
veloped a  plan  at  USTR.  It  is  being  vetted  through  the  administra- 
tion. We  expect  it  will  come  to  the  Congress  very  quickly. 

We  agree  with  their  concerns,  especially  in  the  textile  and  ap- 
parel area.  We  have  to  be  careful  as  to  how  we  handle  this;  99  per- 
cent of  what  is  exported  from  the  CBI  countries  to  the  United 
States  comes  in  tariff  free  already.  Textiles,  apparel,  shoes,  and  pe- 
troleum are  the  four  areas  that  are  not  covered  completely  now.  We 
are  looking  at  the  proposal  which  we  think  will  be  very  beneficial 
to  them  without  disrupting  the  U.S.  industry  in  the  textile  and  ap- 
parel area. 

Mr.  Gilman.  And  when  do  you  intend  to  submit  that  proposal? 

Ambassador  Kantor.  As  soon  as  possible.  We  have  gone  quite 
far  through  the  administration.  It  is  only  a  matter  of  a  couple  of 
weeks  now,  and  I  think  we  will  have  the  proposal  coming  up. 

Mr.  Gilman.  You  will  be  submitting  it  to  our  committees? 

Ambassador  Kantor.  It  will  go,  I  think,  to  Ways  and  Means.  I 
am  not  sure  of  your  process.  That  is  up  to  the  Congress.  I  think 
it  goes  to  Ways  and  Means.  I  don't  know  if  it  comes  here  or  not. 
I  have  to  have  help  on  that.  I  am  not  sure  of  that  process,  Mr.  Gil- 
man. 

Mr.  Gilman.  Well,  we  hope  that  you  would  keep  us  apprised  on 
our  commitment. 

Ambassador  Kantor.  We  will  keep  you  apprised  of  that,  yes,  sir. 

Mr.  Gilman.  Thank  you,  and  thank  you,  Mr.  Chairman. 

Chairman  Hamilton.  Ms.  Snowe. 

CANADIAN  RESTRICTIONS  ON  IMPORT  OF  U.S.  POTATOES 

Ms.  Snowe.  Thank  you,  Mr.  Chairman,  and  I  want  to  welcome 
you,  Ambassador  Kantor. 

The  district  that  I  have  represented  for  the  last — this  is  my  16th 
year — has  had  unfortunate  experiences  not  only  with  the  trade 
agreements  that  we  have  agreed  to  but  also  the  failure  of  our  Gov- 
ernment to  aggressively  enforce  these  agreements  in  the  face  of  un- 
fair trade  practices  in  violation  of  those  agreements. 

More  recently,  I  think  as  you  know,  my  district  in  the  State  of 
Maine  has  had  some  very  serious  problems  with  Canada  with  re- 
spect to  the  potato  issue.  That  has  been  an  ongoing  problem  be- 
cause Canadian  restrictions  on  American  imports  into  Canada,  at 
least  two  of  those  issues  concerning  easements  of  prohibition  on 
bulk  imports  as  well  as  container  size,  are  a  violation  of  the  na- 
tional treatment  provisions  of  the  GATT  agreement,  and  also  the 
subsidies  that  they  provide  in  terms  of  freight  subsidies  and  sta- 
bilization payments,  all  of  which  have  devastated  the  potato  indus- 
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try  in  the  State  of  Maine,  and  as  a  result  of  all  that  we  have  seen 
over  the  years  an  enormous  increase  of  tenfold  of  Canadian  potato 
imports. 

In  addition,  we  have  seen  the  reduction  of  acreage  in  the  State 
of  Maine  in  the  potato  industry  and  seen  a  corresponding  increase 
in  the  neighboring  provinces  of  Canada  where  we  get  perhaps  at 
least  85  percent  of  Canadian  imports. 

I  think  the  point  of  all  this  is  that  time  and  time  again  we  at- 
tempt to  ask  our  Government  and  Government  officials  in  your  of- 
fice, and  not  only  this  administration,  previous  administrations,  to 
do  everything  they  can  on  behalf  of  our  industries  in  light  of  these 
violations. 

So  that  is  one  issue  I  want  to  raise  with  you  this  morning,  Am- 
bassador Kantor,  on  the  potato  industry,  and  as  you  know,  trade 
officials,  we  have  met  with  them  on  numerous  occasions  here  and 
in  Maine,  and  I  know  representatives  of  your  office  came  to  Maine 
as  part  of  an  overall  delegation  request.  But  we  don't  seem  to  suc- 
ceed on  these  matters. 

CANADIAN  IMPOSITION  OF  PROVINCIAL  SALES  TAX 

The  other  part  of  it,  of  course,  is  the  provincial  sales  tax,  which 
is  another  issue  that  is  absolutely  devastating  the  retail  businesses 
along  the  Maine-Canadian  border,  as  you  know,  and  I  brought  that 
issue  first  to  your  attention  on  June  24  in  anticipation  of  the  fact 
that  the  New  Brunswick  Province  was  going  to  impose  this  11  per- 
cent provincial  sales  tax  starting  the  beginning  of  July,  and  as  you 
know  they  did,  and  then  again  we  have  met  with  officials  within 
your  office.  In  December,  we  had  asked  for  a  dispute  resolution  to 
be  initiated  by  your  office  and  our  Government.  Finally,  that  did 
happen.  You  acceded  to  our  request  on  February  3. 

But  again,  it  has  taken  so  long,  and  I  expect  it  might  take  a  long 
time  in  even  this  dispute  resolution  mechanism  to  resolve  this 
issue  in  light  of  a  very  obvious  violation  of  the  U.S. -Canada  Free 
Trade  Agreement,  which  of  course  now  has  been  folded  into  the 
North  American  Free  Trade  Agreement. 

Why  can't  we  take  more  aggressive  action  to  enforce  these  agree- 
ments? That  is  why  I  cannot  support  these  agreements,  because  I 
have  never  seen  an  instance,  to  be  very  honest  with  you,  in  my  16 
years  with  the  Congress  where  the  United  States  has  gone  to  bat 
for  our  industries  when  they  have  been  fighting  and  competing 
with  other  governments  in  their  violations  of  these  trade  agree- 
ments. 

It  has  been  time  and  time  again,  whether  it  was  the  shoe  indus- 
try, the  textile  industry,  and  of  course  the  potato  industry  is  facing 
just  numerous  onslaughts  of  subsidies  and  unfair  trade  practices 
that  we  can't  get  our  Government  to  resolve. 

So  I  would  like  to  have  you  address  the  issues  concerning  the  po- 
tato issue  as  far  as  Canada  is  concerned  and  also  the  PST.  Why 
did  it  take  so  long  to  even  reach  the  point  of  a  dispute  resolution? 
I  could  understand  having  some  discussions  with  Canadian  officials 
as  you  did,  but  at  some  point  you  recognize  they  are  not  obviously 
going  to  move  on  this  issue  and  that  we  should  move  to  take  action 
rather  than  just  having  the  weight  of  this  11  percent  sales  tax 
come  down  on  these  small  mom  and  pop  operations  along  the  bor- 
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der  that  are  being  devastated  in  light  of  what  is  a  violation  of  the 
U.S. -Canada  Free  Trade  Agreement  of  course,  which  is  now 
NAFTA,  because  they  are  not  applying  it  uniformly.  Even  the  pre- 
mier of  New  Brunswick  admitted  in  letters,  that  he  was  not  apply- 
ing this  uniformly  because  it  wasn't  practically  feasible  for  them  to 
do  so. 

So  I  would  like  to  have  you  address  those  two  issues  here  today. 

ADMINISTRATION  EFFORTS  ON  POTATO  EXPORTS/PROVINCIAL  TAX 

Ambassador  Kantor.  First  of  all,  the  U.S. -Canada  trading  rela- 
tionship is  the  largest  trading  relationship  between  any  two  coun- 
tries in  the  entire  world.  At  any  particular  time,  a  certain  small 
percentage  is  going  to  be  out  of  order  and  we  are  going  to  have  con- 
cerns, and  we  have  deep  concerns. 

Number  one,  within  weeks  of  coming  into  office,  when  Canada 
was  unfairly  keeping  Maine  potatoes  out  of  Canada  on  the  basis  of 
some  phytosanitary  and  sanitary  rules,  we  persuaded  the  Govern- 
ment of  Canada  to  lift  those  rules  and  to  allow  Maine  potatoes  in. 
That  is  number  one. 

Number  two,  as  far  as  the  provincial  sales  tax  is  concerned,  as 
you  know,  we  have  now  asked  for  a  dispute  resolution  panel.  We 
were,  however,  able  through  negotiation  to  stop  the  harassment  at 
the  border  of  Canadian  citizens  going  back  into  Canada,  as  you 
know,  which  was  also  having  a  negative  effect  on  your  businesses 
in  Maine,  which  you  are  more  aware  of  than  I  am.  But  we  were 
able  to  do  that. 

Maine's  exports  to  Canada  have  increased  by  25  percent  since 
1989  and  now  stand  at  about  $400  million.  That  doesn't  mean  ev- 
erything is  perfect.  I  don't  mean  to  even  suggest  that. 

We  have  tried,  whether  it  is  wheat,  where  we  used  our  export 
enhancement  program  in  Mexico  because  Canada  was  unfairly  sub- 
sidizing wheat — I  know  that  is  not  a  Maine  product — in  order  to 
make  sure  that  unfair  subsidies  of  the  Canadian  wheat  industries 
were  counteracted  by  actions  on  our  part,  or  whether  it  is  asking 
for  an  extraordinary  challenge  panel  on  softwood  lumber,  or  wheth- 
er it  is  getting  a  beer  agreement  out  of  Canada  finally  which  is  not 
being  adhered  to,  and  we  are  now  going  back  to  the  Canadians, 
and  we  are  thinking  of  withdrawing  from  that  agreement  and  rein- 
stating very  high  duties  in  that  area. 

We  have  been,  in  fact,  not  only  active  but  I  think  more  than 
modestly  aggressive  with  Canada  in  trying  to  resolve  these  situa- 
tions. 

We  are,  of  course,  not  happy,  as  you  are  not  happy.  The  provin- 
cial sales  tax  issue  continues,  and  the  potato  issue  is  not  totally  re- 
solved. But  we  did  move  quickly  on  the  potato  issue  when  we  first 
came  into  office,  we  have  moved  on  the  provincial  sales  tax  issue, 
and  I  look  forward  to  continuing  to  work  with  you  on  this.  These 
are  not  easy  questions;  they  become  more  difficult.  There  has  been 
a  change  of  government  in  Canada.  But  that  doesn't  mean  we 
should  not  be  more  effective. 

Obviously,  I  am  as  concerned  as  you  are  when  U.S.  workers  and 
U.S.  Merchants  are  clearly  disadvantaged  by  practices  on  the  part 
of  Canada  which  can't  be  sustained. 
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CALL  FOR  AGGRESSIVE  ENFORCEMENT  OF  TRADE  AGREEMENTS 

Ms.  Snowe.  Well,  Ambassador  Kantor,  I  appreciate  your  earlier 
efforts,  but  I  guess  the  fact  remains,  as  far  as  the  provincial  sales 
tax  is  concerned,  that  we  should  have  been  able  to  take  early  ac- 
tion in  light  of  the  fact  that  they  had  already  indicated  in  public 
statements  that  they  were  going  to  initiate  this  PST  on  the  first 
of  July. 

I  mean  it  was  expected,  and  we  have  waited  for  months  to  get 
some  response  and  some  action  from  your  office,  and  it  took  a  con- 
siderable amount  of  time  in  order  to  get  any  response,  and  the  fact 
is,  in  the  meantime  these  small  businesses  are  being  adversely  im- 
pacted in  so  many  ways.  We  have  lost  millions  of  dollars  of  reve- 
nues. Their  business  has  declined  along  the  border,  anywhere  from 
30  to  90  percent  decline  in  sales.  It  may  take  months  on  this  dis- 
pute resolution  to  get  it  resolved  and  go  through  the  process,  as  I 
understand  it. 

As  far  as  the  potato  industry  is  concerned,  you  know,  back  in 
1980  we  produced  about  110,000  acres  in  potatoes.  At  that  time, 
Prince  Edward  Island,  New  Brunswick,  produced  about  108,000. 
They  are  up  to  138,000  acres,  and  we  are  down  to  81,000  acres  in 
production  of  potatoes.  It  has  been  absolutely  devastating.  And 
when  we  see  instances  where  there  are  of  course  violations  such  as 
the  bulk  imports  prohibition  and  the  container  size  limitations, 
which  we  recognize,  and  I  think  your  officials  within  your  depart- 
ment recognize,  as  a  violation  of  trie  national  treatment  provisions, 
it  seems  to  me  we  should  be  able  to  move  expeditiously. 

I  mean  it  is  the  very  least  we  could  do  for  our  workers  and  our 
industries,  is  to  fight  and  to  aggressively  enforce  these  agreements, 
and  it  has  always  been  my  opinion,  and  unfortunately  my  experi- 
ence, that  shows  that  our  Government  isn't  interested  in  aggres- 
sively enforcing  these  agreements  unless  finally  at  the  last  minute 
they  might  be  coerced  into  it  maybe,  and  that  that  is  my  frustra- 
tion, and  I  just  have  to  urge  you  to  do  everything  within  your 
means  to  do  whatever  you  can  as  far  as  the  potato  industry  is  con- 
cerned in  facing  these  serious  problems  with  Canada,  very  serious 
problems,  Ambassador  Kantor,  and  then  of  course  we  now  have  to 
let  the  procedure  go  forward  under  the  dispute  resolution. 

May  I  ask  you,  how  long  do  you  think  it  will  take  under  the  dis- 
pute resolution?  And  what  are  the  possible  outcomes? 

Ambassador  Kantor.  We  believe  the  outcome  would  be  favorable 
in  terms  of  Maine.  In  terms  of  the  amount  of  time,  I  would  turn 
to  Ambassador  Yerxa.  About  120  days. 

Ms.  Snowe.  120  days.  Would  that  be  the  maximum? 

Ambassador  Kantor.  That  is  just  the  usual.  That  is  the  sort  of 
median.  Some  have  gone  longer;  some  have  been  shorter,  of  course. 
It  would  be  hard  to  predict  in  this  particular  case  how  long  it 
would  go. 

Ms.  Snowe.  OK  Thank  you. 

Ambassador  Kantor.  Thank  you  very  much. 

PERCENT  OF  TRADE  DEFICIT  ATTRIBUTABLE  TO  JAPANESE  BARRIERS 

Chairman  Hamilton.  Mr.  Ambassador,  I  will  call  on  Mr.  Engel 
and  Mr.  Ackerman  in  a  moment. 
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I  wanted  to  raise  a  question  or  two  about  the  Japanese  situation 
with  you.  How  much  of  our  trade  deficit  do  you  figure  to  be  ac- 
counted for  by  Japanese  trade  barriers? 

Ambassador  Kantor.  It  is  interesting.  There  have  been  some 
independent  studies,  Mr.  Chairman.  They  have  indicated  the  im- 
mediate effect  is  $9  to  $18  billion,  and  of  course  then  the  long-term 
effect,  which  of  course  has  to  do  with  the  discouragement  of  U.S. 
companies  trying  even  to  enter  that  market  and  the  long-term  ef- 
fect of  opening  barriers  into  all  the  sectors,  would  be  much,  much 
larger  than  that. 

If  Japan  imported  as  a  percentage  of  the  GDP  at  the  same  rate 
manufactured  goods  as  the  United  States,  they  would  import  an- 
other $168  billion— $168  billion  worth  of  goods. 

So  the  immediate  impact  is  $9  to  $18  billion,  which  of  course 
would  be  a  substantial  impact  on  our  trade  deficit. 

Chairman  Hamilton.  Less  than  a  third. 

Ambassador  Kantor.  But  the  long-term  impact  would  be  much 
greater. 

Chairman  Hamilton.  So  the  immediate  impact  would  be  roughly 
a  third. 

Ambassador  Kantor.  Yes,  sir. 

CONFLICT  WITH  JAPAN  OVER  MEASUREMENT  CRITERIA 

Chairman  Hamilton.  I  want  to  try  to  understand  the  difference 
between  how  the  United  States  and  Japan  approach  the  trade  im- 
balance. Let  me  lay  out  what  I  think  the  difference  is,  and  then 
you  tell  me  whether  I  am  right. 

When  you  speak  about  objective  criteria,  I  understand  you  to 
mean  benchmarks  that  would  show  if  Japan  is  opening  its  markets 
in  the  sectors  of  interest  to  the  United  States.  You  want  to  have 
some  way  of  measuring  the  results  that  you  seek  from  markets 
opening  in  Japan.  You  are  not  seeking  a  guaranteed  specific  share 
of  the  Japanese  market. 

Ambassador  Kantor.  That  is  absolutely  correct. 

Chairman  Hamilton.  Am  I  stating  it  correctly? 

Ambassador  Kantor.  Absolutely,  sir. 

Chairman  Hamilton.  The  problem,  then,  is  that  the  Japanese 
Government  does  not  believe  that  that  is  a  meaningful  distinction, 
and  they  fear  that  the  benchmarks,  the  measurement  criteria,  will, 
in  practice,  become  numerical  targets  which  would  force  the  Japa- 
nese to  dictate  decisions  to  private  industry  in  order  to  meet  the 
targets.  Is  that  the  Japanese  position? 

Ambassador  Kantor.  That  has  been  their  stated  position.  How- 
ever, they  were  assured  during  the  negotiation,  in  fact  were  given 
language,  that  no  single  qualitative  or  quantitative  indicator — and 
the  agreement  calls  for  both — would  be  controlling  in  terms  of 
whether  or  not  obligations  under  the  agreements  had  been  fulfilled, 
and  so  therefore  their  characterization  seems  to  be  not  consistent 
with  the  language  they  were  given,  and  of  course  it  was  on  the 
table. 

Chairman  Hamilton.  There  is  something  to  the  Japanese  point 
of  view.  Once  you  put  a  benchmark  out  there,  even  with  qualifying 
language  on  what  the  benchmark  means  and  what  it  doesn't  mean, 
the  press  is  going  to  hang  on  to  that,  Members  of  Congress  are 
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going  to  hang  on  to  it,  and  that  benchmark  is  going  to  become  a 
target.  Wouldn't  that  be  the  Japanese  point  of  view? 

Ambassador  Kantor.  I  don't  see  it  as  a  point  of  view,  I  see  it  as 
an  excuse  for  not  opening  your  markets,  denying  the  United  States 
and  other  countries'  entrance,  trying  to  provide  a  sanctuary  for 
your  products  in  order  to  prevent  competition. 

Chairman  Hamilton.  You  don't  think  the  benchmark  would  be- 
come a  target? 

Ambassador  Kantor.  We  made  every  assurance  that  it  wouldn't, 
that  it  was  exactly  as  was  stated  on  pages  5  and  6  of  the  frame- 
work agreement  which  the  Government  of  Japan  signed.  It  called 
for  objective  criteria,  quantitative  or  qualitative  or  toth,  in  order 
to  measure  the  success  or  failure  of  these  agreements. 

ADEQUACY  OF  THE  U.S. -JAPANESE  FRAMEWORK  AGREEMENT 

Chairman  Hamilton.  Let's  talk  a  little  bit  about  that  July  agree- 
ment. It  is  very  obvious  that  we  came  away  with  a  very  different 
interpretation  of  that  agreement  than  the  Japanese  did.  That 
raises  the  question  as  to  whether  the  July  agreement  was  in  fact 
an  unsatisfactory  agreement  because  it  led  to  misunderstandings 
between  the  United  States  and  Japan. 

In  other  words,  in  retrospect,  was  it  a  mistake  because  you  did 
not  have  a  meeting  of  the  minds? 

Ambassador  Kantor.  In  fact,  there  was  a  meeting  of  the  minds, 
and  only  in  hindsight  on  the  part  of  the  Japanese  are  they  saying 
that  they  don't  agree  with  our  interpretation  of  the  pages  5  and  6 
which  call  for  objective  criteria,  both  quantitative  and  qualitative. 

In  fact,  the  agreement  calls  for  tangible  progress,  the  agreement 
calls  for  substantially  increasing  market  access  of  foreign  competi- 
tive goods  and  services.  No  one  can  misinterpret  this  agreement. 

Chairman  Hamilton.  I  understand.  Are  you  now  suggesting  that 
the  Japanese  are  backing  away  from  the  position  they  took  in  the 
July  meeting? 

Ambassador  Kantor.  I  have  more  than  suggested  it.  I  will  say 
it  directly.  The  Japanese  have  not  fulfilled  their  obligations  under 
the  framework  in  this  connection. 

Now,  as  you  know,  let  me  be  quick  to  add,  there  were  three  parts 
of  the  framework  agreement,  and  the  part  where  we  were  going  to 
have  global  cooperation  on  concerns  such  as  AIDS  and  population 
control,  they  have  fulfilled  their  obligations.  I  don't  mean  to  say 
they  have  not  fulfilled  their  obligations  under  the  entire  agree- 
ment, Mr.  Chairman.  I  want  to  be  quick  to  add  that. 

Chairman  Hamilton.  OK. 

If  you  had  that  framework  agreement  to  do  over  again,  would 
you  do  it  differently? 

Ambassador  Kantor.  Absolutely. 

Chairman  Hamilton.  Absolutely? 

Ambassador  Kantor.  We  would  do  it  exactly  the  same  way. 
There  was  no  misinterpretation. 

Let  me  give  you  one  incidence  reported  in  the  press,  frankly,  and 
I  think  it  might  give  you  some  indication  of  just  what  the  split  is 
in  the  Japanese  Government  among  the  ministries  which,  as  you 
know,  are  so  powerful,  which  have  been  recognized  by  Prime  Min- 
ister Hosokawa  and  Mr.  Ozawa  who  put  this  coalition  together. 


44 

The  ministries  in  the  lobby  of  the  Ocura  Hotel  at  4  in  the  morning 
nearly  got  into  a  fist  fight  over  the  disappointment  of  two  min- 
istries, meaning  the  Ministry  of  Finance  and  the  MITI,  versus  the 
Ministry  of  Foreign  Affairs  over  this  framework  because  they  didn't 
want  objective  criteria  because  they  knew  what  they  meant.  It  was 
clear  at  that  time,  and  it  is  clear  today. 

NEED  TO  RESOLVE  DIFFERENCES  OVER  FRAMEWORK  AGREEMENT 

Chairman  Hamilton.  How,  then,  do  you  get  out  of  the  box? 

Ambassador  Kantor.  By  the  Japanese  adhering  to  their  respon- 
sibilities under  this  agreement.  Frankly,  the  United  States  is  in  no 
box,  Mr.  Chairman.  We  are  going  to  open  the  markets  even  by  the 
use  of 

Chairman  Hamilton.  Look.  You  are  in  a  box  if  you  have  a  big 
clash  with  Japan.  We  have  got  to  get  out  of  it.  This  relationship 
is  simply  too  important  to  both  countries  not  to  try  to  resolve  the 
problem.  That  is  what  I  am  getting  at.  There  isn't  any  more  impor- 
tant economic  relationship  in  the  world.  The  United  States  has 
taken  the  position  that,  "This  is  going  to  be  the  way  the  agreement 
is  interpreted,  that  is  it,  we  are  not  going  to  discuss  it  further,  and 
you  have  got  to  change."  OK,  that  may  be  a  position  to  hang  on 
to  for  a  while,  but  something  has  got  to  give  here.  Maybe  it  is  the 
Japanese  that  have  to  give,  and  I  gather  that  is  your  view  on  it. 

U.S.  AWAITS  JAPANESE  RESPONSE 

My  understanding  is  that  you  are  not  prepared,  we  are  not  pre- 
pared, to  take  any  steps  at  this  point  to  resolve  this  question.  The 
ball  really  is  in  the  Japanese  court,  and  they  are  going  to  have  to 
agree  to  some  of  these  benchmarks. 

Ambassador  Kantor.  First  of  all,  the  Japanese  have  indicated 
they  agree  the  ball  is  in  their  court,  and,  second,  they  have  at  least 
publicly  stated  they  are  going  to  come  back  with  a  package,  which 
we  of  course  have  not  seen. 

Chairman  Hamilton.  And  we  are  not  going  to  take  steps  until 
they  do.  Is  that  correct? 

Ambassador  Kantor.  We  are  waiting  to  see  what  the  Japanese 
are  going  to  do  in  this  connection  and  in  connection  with  the  Mo- 
torola situation. 

Chairman  Hamilton.  Before  we  take  any  steps? 

Ambassador  Kantor.  Our  position  is  quite  clear,  Mr. 
Chairman 

Chairman  Hamilton.  Wait  a  minute.  Let's  be  clear  about  this 
point.  The  ball  is  in  their  court.  We  are  not  going  to  take  any  steps 
on  trade  until  the  Japanese  come  to  us  with  some  kind  of  an  offer. 

Ambassador  Kantor.  We  are  considering  actively  other  steps  we 
can  take  to  open  up  the  Japanese  markets  for  foreign  competitive 
products. 

Chairman  Hamilton.  So  the  ball  is  not  necessarily  in  their  court. 

Ambassador  Kantor.  It  is  in  regard  to  the  framework.  With  re- 
gard to  other  considerations  which  I  have  tried  to  make  clear,  we 
have  a  long  menu  of  items  which  we  are  trying  to  consider  which 
might  be  effective  and  helpful  in  order  to  open  up  those  markets. 
It  is  the  second  largest  economy  in  the  world. 
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Let  me,  if  I  might,  add  one  thing,  and  I  am  sorry,  Mr.  Chairman, 
to  go  on,  but  I  think  it  is  important. 

Our  strategic  and  political  relationship  with  Japan  has  never 
been  stronger,  and  it  will  remain  so.  We  have  trade  disputes  with 
the  European  Union  or  Canada  or  Mexico  or  other  trading  partners 
all  the  time,  and  they  don't  rise  to  any  level  of  threatening  our  ei- 
ther strategic  or  political  relationships.  In  fact,  they  don't  threaten 
our  trading  relationships. 

Chairman  Hamilton.  You  don't  expect  a  trade  war? 

Ambassador  Kantor.  No,  sir,  not  at  all.  I  think  that  is  a  term 
only  used  in  the  press.  We  expect  this  to  be  worked  on  by  both 
countries  in  good  faith.  We  expect  to  open  up  those  markets  in  the 
best  interests  of  both  countries,  and  we  are  prepared  to  work  with 
the  Japanese. 

PROSPECTS  FOR  ESCALATION  IN  U.S.-JAPAN  TRADE  TENSIONS 

Chairman  Hamilton.  As  you  look  down  the  road,  do  you  expect 
escalating  steps  here?  In  other  words,  the  President  comes  out  with 
the  Executive  order  on  301,  and  then  Japan  does  something,  and 
then  we  do  something,  and  you  don't  necessarily  have  a  trade  war, 
but  would  you  anticipate  in  the  next  few  months  a  kind  of  esca- 
lation of  tensions  over  this  framework  agreement? 

Ambassador  Kantor.  I  would  only  use  an  example  by  way  of  an- 
swer. When  we  came  into  office,  6  days  after  we  were  here,  we  in- 
voked trade  sanctions  with  regard  to  Europe  with  regard  to  their 
closing  up  the  government  procurement  of  heavy  electrical  equip- 
ment and  also  telecommunications.  As  a  result  of  that,  we  opened 
up  a  $20  billion  market  in  Europe  in  heavy  electrical  equipment. 

At  the  time  we  did  that,  of  course,  many  in  the  press  and  others 
were  saying  this  would  lead  to  a  trade  war  and  a  tit-for-tat  reac- 
tion. That  didn't  happen  in  that  case.  I  don't  expect  it  to  happen 
in  this  case. 

Chairman  Hamilton.  OK 

So  at  this  point,  with  respect  to  the  framework  agreement,  at 
least,  you  are  not  anticipating  any  steps  by  the  United  States,  you 
are  waiting  for  the  Japanese  to  move. 

Ambassador  Kantor.  I  think  it  is  understood  by  both  sides  that 
the  ball  is  in  their  court. 

Chairman  Hamilton.  So  if  the  President  were  to  invoke  301 
through  an  Executive  order,  that,  in  your  view,  would  not  be  done 
with  respect  to  the  framework  agreement. 

Ambassador  Kantor.  If  that  is  done,  if  and  when  that  is  done, 
the  fact  is,  generally  it  would  involve,  of  course,  our  trade  relations 
and  unfair  practice  on  the  part  of  many  countries,  not  just  Japan. 
It  is  an  item  the  President  has  supported,  as  you  know,  for  a  long 
time.  If  that  is  done,  we  think  it  would  have  a  helpful  effect  in 
terms  of  opening  markets  not  only  in  Japan  but  around  the  world. 

We  are  trying  to  move  promptly  yet  responsibly  and  cautiously 
in  many  of  these  areas  in  order  to  make  sure  what  we  do  is  effec- 
tive. 

impact  of  exchange  rate  on  trade  deficit 

Chairman  Hamilton.  Do  you  think  that  the  recent  appreciation 
of  the  yen  will  help  the  trade  deficit? 
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Ambassador  Kantor.  It  is  interesting.  Immediately,  as  you 
know,  given  the  so-called  J  curve  effect,  it  will  have  the  opposite, 
it  will  hurt  the  trade  deficit.  I  can't  comment  on  the  yen  because 
I  have  found  that  an  unfortunate  thing  to  do.  We  don't  know  where 
the  yen  is  going  to  go,  and  I  think  that 

Chairman  Hamilton.  What  do  you  mean,  you  have  found  it  an 
unfortunate  thing  to  do? 

Ambassador  Kantor.  First  of  all,  we  have  a  Secretary  of  the 
Treasury  who  has  that  under  his  jurisdiction,  number  one,  and 
number  two,  what  we  have  done  with  Japan  has  nothing  to  do  with 
the  strength  or  weakness  of  the  yen. 

PRACTICES  OF  OTHER  U.S.  TRADING  PARTNERS 

Chairman  Hamilton.  All  right. 

Let  me  ask  you  this.  If  you  take  Japan  out  of  this  for  a  minute, 
which  countries  other  than  Japan  are  the  greatest  source  of  con- 
cern to  you  with  respect  to  U.S.  trade  policy? 

Ambassador  Kantor.  I  would  say  China,  given  the  size  of  our 
deficit  and  their  trading  practices,  would  be  of  enormous  impor- 
tance to  us  in  terms  of  opening  up  their  markets. 

There  are  great  opportunities  too.  We  tend  to  focus  only  on  the 
negative,  unfortunately,  Mr.  Chairman.  Let  me  just  say  in  Asia 
and  in  Latin  America,  the  two  fastest  growing  regions  in  the  world, 
we  have  enormous  prospects  for  both  reaching  new  trade  agree- 
ments and  opening  markets  and  expanding  U.S.  businesses  and 
jobs,  and  all  of  this  is  high  priority. 

Chairman  Hamilton.  Let  me  ask  the  question  this  way.  Which 
of  our  leading  trade  partners  have  the  most  closed  markets,  and 
which  of  our  leading  trading  partners  have  the  most  open  markets? 

Ambassador  Kantor.  Japan  has  the  most  closed,  not  even  a  close 
question. 

Chairman  Hamilton.  Not  even  close. 

Who  is  number  two? 

Ambassador  Kantor.  What  is  interesting  is,  among  all  the  other 
developed  countries,  you  would  find  almost  a  perfect  symmetry  in 
terms  of — not  perfect  but  a  symmetry  in  open  markets.  They  would 
be  comparable  to  each  other. 

Japan — let  me  give  you  one  number.  In  1980,  only  3  percent  of 
what  Japan  imported  as  to  gross  products  was  manufactured 
goods.  In  1994  or  1993,  it  was  the  same  percentage,  3  percent.  But 
the  rest  of  the  developed  countries  grew  substantially  in  that  era. 
We  are  now  at  7.2  percent,  over  twice  as  large  in  that  category,  as 
Japan.  In  terms  of  world  stock  of  inward  direct  investment,  where- 
as 28  percent  is  in  the  United  States  and  36  percent — I  think  my 
figure  is  correct — is  in  Europe,  only  seven-tenths  of  1  percent  is  in 
Japan. 

In  telecommunications,  the  Japanese  import  about  5  percent  of 
foreign  competitors  in  telecommunications.  The  average  among  the 
G-7  outside  of  Japan  is  25  percent. 

Just  using  those  numbers,  you  can  see  the  disparity  between  the 
closed  markets  in  Japan  and  the  open  markets  in  the  other  devel- 
oped countries. 

Chairman  Hamilton.  So  who  would  be  number  two? 
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Ambassador  Kantor.  They  are  all  comparable,  and  I  don't  think 
I  would  rank.  I  think  Japan  stands  out  in  this  category. 

Chairman  Hamilton.  You  don't  want  to  give  me  a  number  two? 

Ambassador  Kantor.  No,  sir,  I  don't  think  so. 

Chairman  Hamilton.  OK 

Which  of  our  leading  trading  partners  are  most  open?  Can  you 
pay  some  compliments  there? 

Ambassador  Kantor.  Well,  it  is  interesting.  Of  course,  Canada 
and  the  European  Union  have  very  open  markets,  much  com- 
parable to  the  United  States.  Singapore  is  the  most  open  market 
in  the  world,  the  most  open,  even  more  open  than  our  market. 
Hong  Kong  would  be  another  open  market.  So  you  have  gradations. 

But  frankly,  there  is  a  more  than  rough  comparability  between 
all  these  developed  country  markets  in  terms  of  openness  as  con- 
trasted with  the  Japanese  markets  in  almost  every  competitive  sec- 
tor, and  that  is  what  is  so  concerning. 

It  is  in  the  high  growth,  highly  competitive  markets  where  the 
Japanese  markets  remain  closed.  They  tend  to  import  raw  mate- 
rials not  only  from  the  United  States — about  a  half  of  our  exports 
to  Japan  are  raw  materials — but  from  Indonesia  and  others,  and 
tend  to  export  high  value-added  goods  representing  high-wage, 
high-skill  jobs. 

If  you  have  a  sanctuary  market  in  these  competitive  areas  that 
don't  open  up,  you  can  just  see  the  impact  that  has  not  only  on  our 
country  but  on  other  exporting  countries  as  well. 

CAUTION  ON  DEMANDING  SPECIFIC  MARKET  OUTCOMES 

Chairman  Hamilton.  I  just  want  to  be  clear  on  my  own  position 
on  these  matters.  I  certainly  am  in  agreement  with  your  observa- 
tions about  the  necessity  to  open  up  the  Japanese  markets.  My  col- 
leagues have  commented  on  that  quite  often  this  morning,  and  I 
really  don't  think  there  is  any  difference  of  opinion  on  it.  But  I  do 
want  to  say  that,  to  the  extent  the  U.S.  asks  for  specific  market 
outcomes,  I  would  have  the  gravest  doubt  as  to  whether  that  is  the 
way  to  go. 

Now,  I  know  the  President  specifically  said  in  the  news  con- 
ference that  he  was  not  seeking  specific  market  outcomes,  and  I 
think  that  is  an  accurate  statement  for  him  to  make. 

The  question  really  becomes  whether  or  not  the  benchmarks  that 
you  seek  will,  no  matter  what  your  intention  may  be,  lead  to  spe- 
cific market  outcomes.  That  is  the  big  question  in  my  mind,  and 
I  think  it  is  a  complicated  one. 

I  suppose  I  am  not  opposed  to  benchmarks  in  general,  but  I 
would  be  opposed  if  the  practical  effect  of  those  benchmarks  is  to 
dictate  specific  market  outcomes  in  the  trade  relationship. 

Ambassador  Kantor.  We  have  no  disagreement  on  that  issue. 

Chairman  Hamilton.  I  don't  think  we  disagree  on  that  point. 

Ambassador  Kantor.  It  is  interesting.  We  have  over  30  existing 
bilateral  trade  agreements  with  Japan  today.  We  have  a  number 
of  sub-agreements.  That  is  why  I  can't  give  you  the  exact  number, 
but  it  is  over  30.  Many,  many  of  those  are  not  working  well.  They 
are  process  agreements  only,  not  results  oriented. 

We  have  one  agreement  on  semiconductors  that  is  a  market 
share  agreement.  We  have  specifically  said  the  framework  is  not 
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intended  to  implement  a  so-called  semiconductor  treaty.  We  have 
really  made  it  clear  that  is  not  where  we  are  going.  We  are  trying 
to  make  sure  we  have  a  results-oriented  agreement  that  can  be 
measured  so  we  don't  have  the  same  frustrations  and  fights  that 
we  have  had  over  these  other  agreements. 

Frankly,  it  is  in  the  best  interests  of  both  countries  that  we  ad- 
here to  the  framework,  we  reach  an  agreement,  we  have  these  sec- 
torial agreements  we  can  live  by  and  agree  to  that  will,  in  fact,  en- 
hance and  open  trade  and  not  lead  to  these  kind  of  trade  disputes. 

Chairman  Hamilton.  I  thank  you  for  your  comments.  I  apologize 
to  my  colleagues. 

Mr.  En  gel. 

USTR  ON  THE  ARAB  BOYCOTT 

Mr.  Engel.  Thank  you,  Mr.  Chairman. 

Mr.  Ambassador,  I  want  to  get  back  to  the  question  of  the  Arab 
boycott,  particularly  the  secondary  and  tertiary  boycott  against 
U.S.  companies.  It  has  bothered  me  to  no  end  that  American  citi- 
zens died  fighting  to — in  the  Persian  Gulf  War  to  prevent  Kuwait 
and  Saudi  Arabia  from  becoming  the  19th  and  20th  provinces  of 
Iraq,  and  here  we  are  many  years  later  and  the  boycott  is  still  in 
force. 

Congress  has  passed  legislation  twice  saying  that  any  U.S.  arms 
sales  to  countries  that  comply  with  the  secondary  and  tertiary  boy- 
cott would  be  banned,  and  last  week  in  testimony  before  the  Senate 
Foreign  Relations  Committee  Secretary  Christopher  mentioned 
that  he  thought  that  this  legislation  was  very  useful.  He  said  that 
he  has  used  it  to  drive  home  the  point  with  the  Arab  governments 
that  Congress  feels  very,  very  strongly  about  this. 

In  light  of  that,  I  was  very  surprised  to  read  that  Scott  Pearson, 
who  is  the  director  of  Middle  East  affairs  at  USTR,  referred  to  this 
legislation  which  Congress  has  passed  as  nonbinding  resolutions. 
He  said — and  I  would  like  to  read  what  he  told  Arab  news:  "You 
find  resolutions  saying  all  sorts  of  things,  but  generally  lawmakers 
are  much  more  careful  when  they  actually  go  to  the  step  of  passing 
laws."  Are  you  aware  of  these  comments?  And  don't  these  com- 
ments directly  contradict  and  undermine  Secretary  Christopher's 
sentiments? 

Ambassador  Kantor.  Number  one,  those  comments — and  I  have 
not  seen  them;  that  is  the  first  time  I  have  been  aware  of  them — 
don't  reflect  the  policy  not  only  of  this  administration  but  this 
Trade  Representative.  That  is  number  one. 

Number  two,  this  Trade  Representative  and  this  office  have 
made  it  quite  clear  to  various  Arab  states  through  their  Ambas- 
sadors that  we  will  not  support,  for  instance,  GATT  accession  until 
the  secondary  and  tertiary  boycotts  are  lifted,  and  so  we  have  been 
quite  clear  about  our  policy  not  only  in  this  administration  but  in 
this  office. 

Mr.  Engel.  Which  states  have  made  the  most  progress  toward 
lifting  the  boycott,  and  which  are  lagging  furthest  behind?  We  are 
always  getting  contradictory  information,  and  I  wonder  if  you  could 
focus  on  that. 
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Ambassador  Kantor.  Frankly,  I  would  not  be  the  expert  at  that. 
I  am  not  avoiding  your  question,  I  just  don't  have  a  proper  answer 
for  you. 

I  think  the  mere  fact  that  it  exists  in  countries  that  adhere  to 
it  whether  in  name  only  or  actively  is  obnoxious,  ought  to  be  ended, 
and  the  policy  of  this  administration  is  exactly  as  the  Secretary  of 
State  articulated  in  front  of  this  committee,  and  the  U.S.  Trade 
Representative  in  our  area  of  concern  are  trying  to  carry  out  the 
administration's  policy  to  end  the  secondary  and  tertiary  boycott. 

STUDY  OF  BOYCOTT'S  IMPACT  ON  U.S.  BUSINESS 

Mr.  Engel.  Can  you  tell  us  the  progress  of  the  International 
Trade  Commission  study  which  you  initiated  about  the  boycott's 
impact  on  U.S.  business,  when  it  might  be  completed,  and  what 
will  be  done  with  it? 

Ambassador  Kantor.  We  don't  have  an  update  on  that,  sir.  As 
you  know,  we  asked  for  that  because  we  were  deeply  concerned 
about  the  impact  on  U.S.  business,  and  we  wanted  to  use  it  for  all 
kinds  and  manners  and  purposes,  and  we  have  not  had  an  indica- 
tion as  to  when  it  might  be  completed,  unless  someone  here  has  an 
update  for  me. 

Mr.  Engel.  Could  you  get  that  information? 

Ambassador  Kantor.  Yes,  I  will  get  that  information  for  you. 
Yes,  I  will. 

[The  information  follows:] 

USTR  requested  the  study  be  completed  by  November  1994,  1  year  after  our  re- 
quest. I  have  no  reason  to  believe  that  date  will  be  missed.  USTR  is  not  involved 
with  the  operation  of  the  study  and  therefore  cannot  give  you  an  update  on  its 
progress.  For  this  information,  I  suggest  contacting  the  ITC  directly. 

Ambassador  Kantor.  As  you  know,  we  don't  have  the  capability 
at  USTR,  unfortunately,  to  do  that  kind  of  study,  so  we  had  to  go 
to  ITC,  and  of  course  that  is  their  responsibility. 

U.S.-INDIAN  TRADE  RELATIONS 

Mr.  Engel.  OK  Thank  you. 

I  want  to  talk  about  the  country  that  really  hasn't  been  men- 
tioned today,  and  that  is  India,  a  very  large  country,  obviously  very 
important  in  terms  of  our  growing  trade  with  them.  In  the  past 
year  they  have  opened  their  doors  to  direct  foreign  investment. 
They  have  made  their  currency  convertible,  they  have  allowed  for- 
eign participation  in  their  stock  exchange,  and  they  have  begun  to 
privatize  government  entities. 

For  the  past  6  months,  more  than  $1  billion  in  American  capital 
was  invested  in  India,  and  India  now  has  the  United  States  as  its 
number  one  trading  partner.  Can  you  tell  us  how  you  view  the  re- 
lationship in  trade  between  India  and  the  United  States,  how  the 
progress  has  been  going,  and  what  are  we  doing  to  expand  trade 
with  India? 

Ambassador  Kantor.  The  relationship  is  bumpy  in  some  ways. 
When  it  comes  to  protecting  intellectual  property  or  opening  up 
their  markets  for  textiles  and  apparel,  which  are  virtually  closed, 
or  in  other  areas,  the  Indian  Government  has  not  been  as  open  as 
other  markets  in  the  world.  The  fact  is,  we  have  advocated  with 
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the  Indians  in  vivid  ways  that  they  should  open  their  textile  mar- 
ket as  a  result  of  the  GATT  round  or  Uruguay  round  agreement 
that  we  just  reached. 

Second,  we  have  been  very  resolute  under  Special  301  to  list 
India  as  a  priority  country  because  of  their  failure  to  protect  intel- 
lectual property. 

On  the  other  hand,  there  are  some  changes  going  on  in  India 
which  are  welcome.  They  have  a  growing  middle  class.  It  is  a  po- 
tentially large  market  for  U.S.  products.  But  the  Indian  Govern- 
ment and  Indian  policies  are  going  to  have  to  change  in  a  number 
of  ways  in  order  to  open  that  market  more.  They  have  a  reform 
government  that  is  beginning  to  open  up,  but  we  are  going  to  re- 
main focused  on  India  in  order  to  make  sure  that  happens. 

The  recent  discussions  over  textiles  and  apparel  in  the  World 
Trade  Organization  or  Uruguay  round  were  instructive.  Where  we 
made  great  progress  with  many  other  countries  around  the  world, 
India  and  Pakistan  remained  outside  of  the  regime  and  continued 
to  close  their  markets  to  not  only  U.S.  textile  and  apparel  but  oth- 
ers as  well. 

Mr.  Engel.  So  have  we  generally  not  been  pleased  with 
progress?  Obviously  we  have  expressed  our  concerns. 

Ambassador  Kantor.  I  think  it  is  mixed.  I  would  characterize  it 
in  some  areas  as  better.  The  reform  government  has  made 
progress.  In  the  area  of  textiles,  apparel,  protection  of  intellectual 
property,  opening  up  financial  services,  it  has  not  been  as  helpful 
as  we  would  like  it  to  be. 

Mr.  Engel.  Do  we  have  a  trade  deficit  with  India,  or  is  it  a  plus 
in  our  way? 

Ambassador  Kantor.  I  think  we  have  a  surplus,  but  I  would 
have  to  ask  for  the  specific  figures  on  India.  We  could  provide  those 
for  the  record. 

Chairman  Hamilton.  You  can  supply  them  for  the  record. 

[The  information  follows:] 

The  United  States  runs  a  merchandise  trade  deficit  with  India.  Data  for  the  last 
5  years  are  provided  below: 

[$  Millions] 


v.„  U.S.  exports       "£  {*" 

Year  to  India         ports ' 

Mora 


US  merchan- 
dise trade 
balance  with 
India 


1989 2,458  3,314  857 

1990 2,486  3,197  711 

1991  1,999  3,192  1,193 

1992 1,917  3,780  1,863 

1993 2,761  4,551  1,790 


Chairman  Hamilton.  Mr.  Ackerman. 
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U.S.  TRADE  WITH  EASTERN  EUROPE 


Mr.  Engel.  If  I  could,  Mr.  Chairman,  just  ask  one  more  question. 

Eastern  Europe — I  have  long  felt  that  in  terms  of  strengthening 
the  new  democracies  in  Eastern  Europe,  I  believe  there  is  no  better 
way  to  do  that  than  to  have  trade  with  them,  particularly  countries 
such  as  Albania,  which  are  very,  very  small  and  where  we  could 
make  an  impact.  How  is  that  going  with  Eastern  Europe?  Are  we 
generally  making  progress  with  them?  Do  we  have  plans  to  specifi- 
cally go  into  different  countries  to  work  with  them  and  expand 
trade? 

Ambassador  Kantor.  We  have  been  very  active  in  working  with 
them.  Obviously,  as  you  are  well  aware,  encouraging  inward  direct 
investment  into  Eastern  Europe,  building  infrastructure,  opening 
up  their  markets  as  well  as  ours  is  a  slower  process.  The  GSP  sys- 
tem program — General  System  of  Preferences — of  course  is  quite 
helpful  in  that  regard  because  it  lowers  our  tariffs  to  those  coun- 
tries as  well  as  others  to  allow  them  to  get  their  products  into  our 
market  more  easily. 

Obviously,  because  of  proximity,  the  European  Union  has  more 
impact  upon  the  growth  of  those  markets  and  their  exports  than 
does  the  United  States.  However,  their  exports  to  our  country  have 
grown  because  of  the  GSP  program,  but  we  continue  to  work  with 
them  in  terms  of  both  technical  advice  as  well  as  trying  to  encour- 
age investment  into  those  countries. 

Mr.  Engel.  I  think  "infrastructure"  is  the  key  word. 

Ambassador  Kantor.  Yes,  it  is. 

Mr.  Engel.  Thank  you,  Mr.  Chairman. 

Chairman  Hamilton.  Mr.  Ackerman. 

PROSPECTS  FOR  AUCTIONING  OF  QUOTAS 

Mr.  Ackerman.  Thank  you  very  much,  Mr.  Chairman. 

Mr.  Ambassador,  I  didn't  want  to  let  go  unchallenged  the  state- 
ment that  you  made  before  with  regard  to  staffing  up  I  think  it 
was. 

You  would  lead  all  listening  to  you  to  believe  that  being  lean 
meant  that  you  were  quicker  and  more  efficient,  and  those  of  us 
that  are  gravitationally  challenged  may  want  to  take  exception  to 
that. 

A  while  ago  you  made  reference  to  the  fact  that  you  were  still 
considering  and  looking  for  ways  to  increase  revenues,  and  that  is 
always  a  difficult  thing  to  do. 

Why  in  the  area  of  quotas  do  we  give  quotas  away?  Some  nations 
have  auctions  and  let  the  forces  of  the  marketplace  dictate  what 
that  quota  really  means.  We  seem  to  give  that  away  for  free,  but 
it  is  not  really  free  because  somebody  in  almost  every  case  is  mak- 
ing an  awful  lot  of  money.  Many  of  the  countries  with  which  I  deal, 
as  well  as  others  who  have  regional  jurisdiction,  deal  with  coun- 
tries that  sometimes  sell  them,  that  give  them  to  their  cousins,  who 
then  turn  it  around  and  sell  them,  who  then  give  them  to  their 
friends,  who  then  turn  them  around  and  sell  them,  and  there  seem 
to  be  billions  and  billions  of  dollars  that  are  generated  in  under- 
ground economies  very,  very  often  by  something  that  we  are  giving 
away. 
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If  there  is  a  buck  to  be  made,  isn't  it  the  American  way  to  try 
to  make  that  buck?  Why  would  we  not  auction  or  sell  our  quota? 

Ambassador  Kantor.  We  have  just  had  a  meeting  in  this  admin- 
istration, myself  with  the  director  of  OMB,  on  exactly  that  subject. 
I  couldn't  agree  more  with  you.  Textile  quotas  was  the  particular 
subject. 

Mr.  Ackerman.  It  was  brought  to  my  attention  by  friends  in  the 
schmata  business,  as  they  call  it. 

Ambassador  Kantor.  Right.  I  think  that  is  a  word  of  art,  isn't 
it,  for  textiles? 

Mr.  Ackerman.  Yes,  it  is  a  scientific  definition  for  the  textile  in- 
dustry that  was  coined  on  Seventh  Avenue. 

Ambassador  Kantor.  Neither  you  nor  I  are  ethnically  chal- 
lenged, so  we  understand  that  word  of  art. 

Mr.  Ackerman.  We  speak  the  same  language. 

Ambassador  Kantor.  That  is  right. 

The  fact  is  that  there  is  a  market  in  textile  quotas,  and  it  is  a 
private  market,  and  we  are  discussing  whether  or  not  it  might  be 
in  the  best  interests  of  our  country  to  auction  off  those  quotas. 

There  are  people  who  have  not  produced  textiles  for  years  who 
maintain  those  quotas  and  actually  sell  them  on  an  annual  basis, 
and  you  are  absolutely  correct,  we  ought  to  take  a  close  look  at 
that.  It  might  be  one  way — it  might  be — I  am  trying  to  be  careful, 
because  we  haven't  reached  a  conclusion  and  there  are  some  dif- 
ficulties involved — to  help  offset,  of  course,  the  $13.9  billion  over  5 
years. 

STATUS  OF  TAIWAN 

Mr.  Ackerman.  Thank  you. 

Just  for  the  record,  I  guess,  some  folks,  if  they  deal  in  Maine  po- 
tatoes instead  of  Long  Island  potatoes,  schmatas  does  mean  rags, 
which  is  the  textile  business. 

Taiwan  seems  to  be  looking  toward  some  kind  of  adjustment  in 
policy  that  would  gain  it  some  additional  international  stature 
which  we  can  all  but  surmise  would  be  opposed  by  China.  Short  of 
U.N.  admission,  should  Taiwan,  with  regard  to  this  global 
economization  that  is  going  on,  be  part  of  the  World  Bank?  Should 
they  be  part  of  U.N.  Organizations  that  have  to  do  with  trade? 
Would  that  not  be  helpful,  or  should  this  very  technical  economy 
be  excluded  continually,  or  should  this  very 

Ambassador  Kantor.  Well,  in  terms  of 

Mr.  Ackerman  [continuing],  economy  be  excluded  continually? 

Ambassador  Kantor.  Excuse  me  for  interrupting.  I  apologize. 

Mr.  Ackerman.  No.  That  is  it. 

Ambassador  Kantor.  In  terms  of  trade,  we  are  working  with 
them  actively  in  terms  of  GATT  or  World  Trade  Organization  ac- 
cession, and  we  have  been  for  a  number  of  months  now. 

Number  two,  their  trade  with  the  United  States  has  increased  by 
110  percent  since  1987,  a  substantial  increase  in  their  trade.  Tai- 
wan is  becoming  a  major  player  in  world  trade,  and  we  are,  as  I 
said,  working  with  them,  as  we  are  working  with  China. 

The  political  questions  in  terms  of  organization,  nontrade  organi- 
zations, are  a  more  difficult  question,  frankly. 
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Mr.  Ackerman.  Yes,  I  asked  it  because  it  was  a  difficult  ques- 
tion. I  couldn't  think  of  the  answer. 

Should  we  be  looking  toward  a  change 

Ambassador  Kantor.  I  was  hoping  you  would  ask  me  a  question 
about  baseball  or  something  else. 

Mr.  Ackerman.  Softball  preferably. 

Ambassador  Kantor.  Right. 

Mr.  Ackerman.  We  will  let  that  go  for  a  different  time.  But  I  did 
at  least  want  to  put  it  out  there  on  the  scope,  if  not  on  the  horizon, 
because  it  is  an  issue  with  which  we  will  be  dealing  eventually. 

Ambassador  Kantor.  All  kidding  aside,  as  they  say,  the  only 
international  organization  where  all  three  Chinas,  so  to  speak,  be- 
long is  APEC,  wnich  our  President  commendably  led  toward  a  new 
trade  and  investment  framework.  It  involves,  as  you  know,  as  we 
call  it  in  Seattle,  Chinese  Taipei,  Hong  Kong,  and  China.  That  has 
enormous  benefit,  I  think,  in  many  different  ways,  not  only  just 
with  trade. 

So  let  me  just  say,  whether  it  is  GATT  access  or  working  through 
APEC,  we  are  attempting  to  use  trade  to  continue  to  build  relation- 
ships among  and  between  all  of  us  as  we  move  forward  to  try  to 
build  global  growth. 

Mr.  Ackerman.  I  appreciated  the  genius  of  the  administration 
with  regard  to  Seattle  in  coming  up — and  the  President  agreeing 
to  what  I  am  sure  was  masterminded  in  your  shop,  a  meeting  of 
world  leaders  rather  than  heads  of  state,  which  was  able  to  accom- 
modate various  concerns. 

But  in  the  days  that  we  changed  our  China  policy  and  recognized 
Mainland  China  as  China  instead  of  Taiwan,  we  did  that  because 
basically  China  was  too  big  to  ignore.  It  seems  that  the  economy 
of  Taiwan  is  expanding  at  such  a  rapid  rate  and  the  importance  of 
that  people — if  I  am  not  supposed  to  say  country,  I  don't  know — 
but  certainly  the  economy  of  Taiwan  is  expanding  to  such  an  extent 
that  I  think  that  it  would  probably  be  wise  to  take  a  new  look  at 
the  things  going  on  there. 

Thank  you,  Mr.  Chairman. 

Ambassador  Kantor.  Let  me  assure  you,  Mr.  Ackerman,  we  are 
not  ignoring  Taiwan  by  any  means  in  trade  or  in  our  international 
economic  policies,  and  we  will  continue  to  pay  close  attention  to  it. 

Mr.  Ackerman.  Thank  you,  Ambassador. 

Chairman  Hamilton.  Mr.  Ambassador,  I  understand  you  will  be 
leaving  shortly.  Mr.  Schumer  has  come  in. 

Mr.  Schumer.  I  take  the  hint,  Mr.  Chairman.  I  understand. 

Chairman  Hamilton.  No.  We  have  time. 

Mr.  Schumer. 

SUPPORT  FOR  ADMINISTRATION'S  JAPAN  POLICY 

Mr.  Schumer.  Thank  you,  and  I  just  wanted  to  come  by,  Mr. 
Chairman.  I  have  been  somewhat  critical  of  the  administration's 
policy  in  terms  of  trade,  particularly  in  East  Asia,  and  particularly 
with  Japan,  and  I  want  to  commend  you.  I  think  that  you  had  no 
choice  but  to  walk  away,  that  to  go  through  another  round  of  these 
fruitless  negotiations  didn't  make  much  sense. 

Six  months  ago  when  I  was  kind  of  angry  and  said  to  the  Ambas- 
sador, "Well,  you  got  nothing  out  of  this,  and  you  are  going  through 
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the  same  thing  every  administration  does,  and  4  years  from  now 
at  the  end  you  will  say,  well,  you  were  right,  no  one  is  negotiating 
in  good  faith,"  but  your  learning  curve  was  very  fast,  about  6 
months. 

Nobody  wants  a  war.  I  don't  think  we  will  have  a  war.  Nobody 
wants  to  abandon  the  principles  of  free  trade,  least  of  all  I,  who 
have  upheld  them  at  some  political  cost  to  myself.  But  this  idea 
that  other  markets  should  be  closed  in  products  where  we  are  pre- 
eminent, where  we  can  do  well  if  we  know,  you  know,  darn  well 
that  if  these  markets  were  open  in  areas  like  financial  services  and 
computers  and  so  many  other  areas,  we  would  have  not  3  percent 
of  the  market  but  30  percent  or  40  percent,  just  as  Japan  does, 
rightfully  so,  in  cars  or  electronic  goods  or  whatever  else — we  know 
that  this  is  happening,  and  I  just  want  to  commend  the  administra- 
tion. I  know  you  get  hit  at  from  both  sides,  one  side  not  being 
tough  enough,  and  now  the  other  side  which  tends  to  be  academics 
and  editorial  writers,  who  are  not  involved  in  actually  going 
through  the  negotiations  and  seeing  what  is  going  on. 

I  just  want  to  give  you  some  kudos,  because  it  was  a  tough  thing 
to  do,  but  I  believe  in  the  long  run  for  the  cause  of  free  trade  and 
for  the  cause  of  American-Japanese  friendship,  which  is  something 
we  all  believe  in,  you  have  taken  a  giant  step  forward,  and  keep 
it  up. 

Ambassador  Kantor.  I  appreciate  that  very  much. 

Just  to — and  I  appreciate  those  very  kind  and  overly  generous  re- 
marks, but  they  are  welcome. 

We  have  had  some  interesting  discussions  and  have  learned  a  lot 
from  you  and  many  others  up  here  in  Congress,  as  we  have  in  the 
administration. 

The  Motorola  case  is  the  most  striking  example  of  what  happens. 
Motorola,  allowed  to  participate  in  40  percent  of  the  Japanese  mar- 
ket, has  a  50  percent  share.  But  it  has  been  shut  out  of  Tokyo 
Nagoya,  which,  with  60  million  people,  is  as  big  a  market  as  Wash- 
ington or  Boston. 

Mr.  Schumer.  Right.  And  in  Osaka,  or  wherever  it  is,  as  you  say, 
I  think  they  were  up  to  40  percent  of  the  market. 

Ambassador  Kantor.  Fifty  percent  of  the  market.  So  nothing  is 
more  striking  than  that  example,  and  we  are  going  to  remain,  not 
tough.  Tough  is  an  overused  and  almost — it  doesn  t  describe  what 
we  are  trying  to  do,  is  work  with  our  Japanese  allies  to  open  those 
markets.  It  truly  would  be  better  for  all  our  economies.  In  Japan, 
frankly,  it  will  lower  costs,  raise  the  standard  of  living,  and  their 
companies  will  become  more  competitive  and  innovative. 

So  I  think  everyone  would  win  by  an  opening  of  the  markets. 

Mr.  Schumer.  That  is  right. 

Today  in  the  Financial  Services  Subcommittee  we  passed  out  the 
fair  trade  and  financial  services  bill  which  we  have  worked  on  to- 
gether and  you  have  testified  about,  and,  again,  the  purpose  of  all 
of  these  things  is  to  leverage  open  foreign  markets  that  are  closed, 
not — definitively  not  to  shut  our  markets  off,  because  we  don't 
want  to  hurt  our  consumers  to  try  and  get  something  else  done,  but 
sometimes  you  have  got  to  push  a  little  bit,  and  you  are,  and  I 
think  it  is  appropriate. 

Ambassador  Kantor.  Thank  you,  sir. 
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administration's  approach  to  export  promotion 

Chairman  Hamilton.  Mr.  Ambassador,  the  question  of 
Motorola's  access  to  the  Japanese  market  you  mentioned  several 
times.  We  all  remember  just  a  few  days  ago  the  announcement  on 
the  aircraft  sale  to  Saudi  Arabia.  Is  this  going  to  be  characteristic 
of  this  administration,  this  very  strong  approach  to  export  pro- 
motion? Do  you  see  any  down  side  to  it? 

Ambassador  Kantor.  As  long  as  it  is  done  in  a  way  that  is  pro- 
moting U.S.  products  which  are  so  competitive  in  the  world  mar- 
kets and  we  don't  use  it  as  a — use  other  levers,  that  might  be  un- 
fortunate. 

Other  countries  in  the  past,  you  know,  have  used  other  levers, 
either  political  or  military,  which  I  think  have  been  unfortunate  in 
opening  trade.  We  have  not  done  that,  didn't  do  it  in  the  Saudi 
case.  We  will  continue,  though,  to  be  aggressive  as  we  reach  trade 
agreements  and  open  markets  and  enforce  our  trade  agreement 
and  trade  laws  to  move  right  behind  that  and  try  to  promote  of 
course  U.S.  competitive  products  in  those  markets. 

environment  and  the  world  trade  organization 

Chairman  Hamilton.  Let  me  ask  two  very  quick  questions  to 
conclude.  Maybe  some  of  my  colleagues  have  other  questions.  Is  the 
next  international  round  going  to  be  a  green  round? 

Ambassador  Kantor.  We  have  already  had  a  commitment  in  the 
World  Trade  Organization  to  set  up  a  trade  and  environment  com- 
mittee. That  will  be  a  permanent  committee  of  the  WTO,  I  think 
even  more  effective  than  the  so-called  green  round.  We  will  address 
the  connection  between  trade  and  the  environment  and  we  believe 
in  a  very  effective  way.  It  was  the  U.S.  initiative.  It  was  under- 
taken by  the  117  nations  who  agreed  on  December  15  to  the  Uru- 
guay round,  and  we  look  forward  to  that  committee  making  great 
progress  in  the  area  of  trade  and  the  environment. 

Chairman  Hamilton.  So  come  April  15,  we  are  apt  to  see  some 
guidelines  on  the  shape  of  the  next 

Ambassador  Kantor.  Well,  there  will  be  an  interim  committee  of 
the  World  Trade  Organization  that  will  begin  to  set  how  the  com- 
mittee is  made  up  and  how  it  is  going  to  operate,  staffing,  and 
other  things. 

Now,  the  World  Trade  Organization  will  not  go  into  effect  until 
at  the  earliest  1/1/95,  and  then  of  course  the  committee  would  be 
active  at  that  point. 

WORLD  TRADE  ORGANIZATION  AND  U.S.  SOVEREIGNTY 

Chairman  Hamilton.  And  one  of  the  criticisms  made  of  the 
World  Trade  Organization  is,  we  lose  our  sovereignty.  How  is  it 
possible  that  the  WTO  can  be  effective  with  regard  to  dispute  set- 
tlements, for  example,  and  yet  not  conflict  with  the  sovereignty  of 
the  United  States? 

Ambassador  Kantor.  Nothing  in  the  dispute  settlement  mecha- 
nism or,  frankly,  in  any  other  aspect  of  the  World  Trade  Organiza- 
tion requires  the  United  States  to  change  or  alter  its  laws  or  pass 
new  laws  or  to  repeal  old  laws. 
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Of  course,  if  we  were  the  subject  of  a  negative  finding  of  a  panel, 
we  might  have  to  pay  either  compensation  or  be  the  subject  of  some 
trade  action.  That  would  be  the  choice  we  would  make.  We  retain 
full  sovereignty  to  make  those  choices  on  our  own.  But  there  is 
nothing  in  this  agreement  which  would  require  us  to  do  anything 
with  regard  to  our  laws. 

Chairman  Hamilton.  Mr.  Ackerman,  do  you  have  anything  fur- 
ther? 

Mr.  Ackerman.  You  have  covered  all  the  bases,  Mr.  Chairman. 

Chairman  Hamilton.  All  right,  sir.  Very  good. 

Mr.  Ambassador,  we  thank  you  very  much. 

Ambassador  Kantor.  Thank  you  very  much,  Mr.  Chairman,  and 
thank  you  for  all  your  kindnesses;  I  appreciate  it. 

Chairman  Hamilton.  Thank  you.  We  stand  adjourned. 

[Whereupon,  at  12:55  p.m.,  the  committee  was  adjourned.] 
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Prepared  Statement  of  Hon.  Michael  Kantor 

THE  CLINTON  ADMINISTRATION  TRADE  POLICY: 
AN  UPDATE 

Introduction 

Mr.  Chairman,  thank  you  very  much.   It  is  a  pleasure-  to  be  here 
today  to  discuss  with  you  several  trade  issues;  specifically,  the 
Uruguay  Round  agreement,  implementation  of  the  North  American 
Free  Trade  Agreement  (NAFTA) ,  the  Japan  framework  negotiations, 
and  the  status  of  our  trade  relationship  with  China. 

Mr.  Chairman,  let  me  first  say  a  few  words  about  why  this 
administration  views  the  effort  to  open  foreign  markets  and 
expand  trade  as  one  of  its  highest  priorities,  and  essential  to 
the  economic  health  of  this  country.  Trade  policy  is  an  important 
part  of  the  President's  strategy  for  strengthening  the  domestic 
economy . 

A  little  over  a  year  ago,  President  Clinton  entered  office,  faced 
with  daunting  challenges  in  his  effort  to  restore  the  American 
Dream.  The  economy  was  stagnant.   Unemployment  was  high,  and 
confidence  was  down.   In  just  one  year,  we  have  turned  a  corner. 
Our  economy  is  growing  and  millions  of  jobs  have  been  created. 
People  are  getting  back  co  work. 

But  these  are  just  the  first  steps  in  preparing  our  nation  for 
the  21st  century.   The  President  is  addressing  the  long-term 

issues  facing  our  economy. 

Hew  do  we  ensure  the  American  Dream  for  all?   How  do  we  reverse 
the  decline  in  real  wages  among  workers  in  this  country?   How 
will  we  compete  against  the  Europeans  and  the  Japanese?   How  do 
we  eliminate  the  gap  between  high-skill  workers,  for  whom 
cccc  rtur.it  les  abound,  and  these  lower  skilled  workers  who  lack 
opportunities,  and  even  nope?   At  a  time  our  workers  are  the  most 
crcductive  in  the  world,  meaning  it  takes  less  workers  to  do  the 
same  work,  how  do  we  create  r.ew  ^obs  and  opportunities? 

All  cf  the  elements  cf  the  President's  economic  strategy  -- 
reducir.a  tr.e  deficit,  reforming  education,  the  President's  re- 
emc_r.vment  crogram,  and  health  care  reform  --  are  geared  towards 
solving  tr.ese  problems,  creating  ;obs  and  making  our  country  more 
crcscercus  for  cur  children.   All  of  the  parts  work  in  tandem, 
eacr.  reir.fcrcmg  the  itr.er. 

Ar.  essential  element  in  this  strategy  is  to  expand  and  open 
rtrei-r.  -arkets.   Zxcar.3ir.~  trade  is  critical  to  our  ability  to 
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compete  in  the  global  economy  and  create  high-wage  jobs.   That  is 
why  the  President  spent  so  much  time  in  1993  --  with  not  only  the 
Uruguay  Round  but  also  the  North  American  Free  Trade  Agreement, 
the  establishment  of  the  Japan  Framework,  the  Asia  Pacific 
Economic  Cooperation  conference  to  facilitate  trade  in  that 
region.   That  is  why  we  vigorously  enforced  our  trade  laws  which 
resulted  in  opening  the  markets  for  heavy  electrical  equipment  in 
Europe,  telecommunications  in  Korea,  construction  in  Japan,  and 
enhanced  protection  for  copyrighted  and  patented  products  in  a 
number  of  nations,  led  by  Taiwan  and  Thailand. 

The  U.S.  economy  is  now  woven  into  the  global  economy.   Over  a 
quarter  of  the  U.S.  economy  is  dependent  on  trade.   Where  we  once 
bought,  sold  and  produced  mostly  at  home,  we  now  participate  in 
the  global  marketplace.   American  workers  compete  with  their 
foreign  counterparts  every  day,  sometimes  within  the  same 
company.   By  expanding  our  sales  abroad,  we  create  new  jobs  at 
home  and  we  expand  our  own  economy. 

The  global  economy  presents  rewards  not  risks.   Our  greatest  risk 
is  in  failing  to  understand  the  challenge.   Jobs  related  to  trade 
earn,  on  average,  17  percent  more  than  jobs  not  related  to  trade. 
Prosperity  is  the  partner  to  change  and  American  workers  are  at 
their  best  when  facing  the  challenges  of  a  new  era. 

The  benefits  of  trade  ripple  through  our  economy.   Trade  benefits 
not  only  the  company  that  exports,  but  also  the  company  which 
produces  parts  incorporated  in  exported  products,  the  insurance 
agency  which  insures  exporters,  and  the  grocery  store  near  the 
exporter's  factory.   At  the  same  time,  increased  access  to 
foreign  markets  and  increased  competition  at  home  benefit 
consumers.   Lower  trade  barriers  reduce  prices,  improve  the 
quality,  and  widen  the  choice  of  consumer  good.   This  benefits 
both  families  and  companies  looking  for  good  bargains  and  good 
quality. 

U.S.  workers  and  companies  are  poised  to  take  advantage  of  the 
dynamics  of  the  global  economy,  if  they  have  access  to  foreign 
markets  and  can  be  ensured  they  are  competing  on  fair  terms  with 
their  foreign  counterparts.   Fast  growing  economies  in  Latin 
America  and  Asia  are  hungry  for  American  goods.   Countries  around 
the  globe  are  embracing  market  economies  and  are  in  need  of 
everything  from  hospital  equipment  to  consumer  goods . 

"Made  in  the  USA"  still  represents  a  standard  of  excellence, 
especially  for  products  that  will  become  more  important  in  the 
coming  century.   America  leads  the  world  because  of  our 
imagination  and  creativity. 

The  United  States,  then,  is  positioned  economically,  culturally 
and  geographically  to  reap  the  benefits  of  the  global  economy. 


59 

Economically,  because  our  workers  are  the  most  productive  in  the 
world,  and  our  economy  is  increasingly  geared  towards  trade. 

Culturally,  because  of  our  tradition  of  diversity,  freedom  and 
tolerance  will  continue  to  attract  the  best  and  the  brightest 
from  around  the  world  ensuring  that  we  will  never  stagnate  as  a 
people . 

Geographically,  because  we  are  at  the  center  of  a  nexus  between 
our  historic  trading  partners  in  Europe  and  Japan,  and  the  new 
dynamic  economies  in  Latin  America  and  Asia. 

Our  trade  policy  is  guided  by  a  simple  credo.   We  want  to  expand 
opportunities  for  the  global  economy,  but  insist  on  a  similar 
responsibility  from  other  countries. 

Trade  is  a  two  way  street.   After  World  War  II,  when  the  American 
economy  dominated  the  world,  we  opened  ourselves  up,  to  help 
other  countries  rebuild.   It  was  one  of  the  wisest  steps  this 
country  ever  took,  but  now  we  cannot  have  a  one  way  trade  policy. 
The  American  people  won't  support  it  and  the  Administration  won't 
stand  for  it . 

For  other  nations  to  enjoy  the  great  opportunities  here  in  the 
U.S.  market,  they  must  accept  the  responsibility  of  opening  their 
own  market  to  U.S.  products  and  services.   Ultimately,  it  is  in 
their  own  self  interest  to  do  so,  because  trade  fosters  economic 
growth  and  create  jobs  in  all  countries  involved.   If  a  country 
closes  itself  to  U.S.  goods  and  services,  they  should  expect  the 
same  from  us. 

The  Uruguay  Round 

Mr.  Chairman,  on  December  15,  1993,  117  countries  concluded  a 
major  agreement  to  reduce  barriers  blocking  exports  to  world 
markets  (in  agriculture,  manufactured  goods,  and  services)  as 
well  as  to  create  a  more  fair,  more  comprehensive,  more 
effective,  and  more  enforceable  set  of  world  trade  rules.   In 
order  to  assure  the  efficient  and  balanced  implementation  of  the 
agreements  reached,  they  also  created  a  new  World  Trade 
Organization  (WTO) . 

I  look  forward  to  working  with  you  this  spring  as  we  prepare  the 
legislation  that  will  implement  the  Round,  which  I  hope  the 
Congress  will  approve  this  year. 

The  Uruguay  Round  trade  agreement  is  the  largest,  most 
comprehensive  trade  agreement  in  history.   The  existing  GATT 
system  was  incomplete;  it  was  not  completely  reliable;  and  it  was 
not  serving  U.S.  interests  well.   The  new  agreements  open  up 
major  areas  of  trade  and  provide  a  dispute  settlement  system 
which  will  allow  the  U.S.  to  ensure  that  other  countries  play  by 
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the  new  rules  they  have  just  agreed  to. 

The  Uruguay  Round  ensures  American  workers  are  trading  on  a  two- 
way  street;  that  they  benefit  from  this  new  globalized  economy; 
that  they  can  sell  their  products  and  services  abroad;  and  that 
they  can  compete  on  a  level  playing  field. 

President  Clinton  led  the  effort  to  reinvigorate  the  Uruguay 
Round  and  to  break  the  gridlock,  which  had  stalled  the 
negotiations  despite  seven  years  of  preparation  and  another  seven 
years  of  negotiations. 

We  did  not  accomplish  everything  we  wanted  to  in  the  Uruguay 
Round.   In  the  services  area,  we  wanted  to  go  further  than  the 
world  was  ready  to  go.   The  transition  periods  for  patent  and 
copyright  protection  are  longer  than  we  wanted.   We  were  bitterly 
disappointed  by  the  European  Union's  intransigence  with  respect 
to  national  treatment  and  market  access  for  our  entertainment 
industries . 

But  the  final  result  is  very  good  for  U.S.  workers  and  companies. 
It  helps  us  to  bolster  the  competitiveness  of  key  U.S. 
industries,  to  create  jobs,  to  foster  economic  growth,  to  raise 
our  standard  of  living  and  to  combat  unfair  foreign  trade 
practices.   The  agreement  will  give  the  global  economy  a  major 
boost,  as  the  reductions  in  trade  barriers  create  new  export 
opportunities,  and  as  the  new  rules  give  businesses  greater 
confidence  that  export  markets  will  remain  open  and  that 
competition  in  foreign  markets  will  be  fair. 

More  importantly,  the  final  Uruguay  Round  agreement  plays  to  the 
strengths  of  the  U.S.  economy,  opening  world  markets  where  we  are 
most  competitive.   From  agriculture  to  high-tech  electronics,  to 
pharmaceuticals  and  computer  software,  to  business  services,  the 
United  States  is  uniquely  positioned  to  benefit  from  the 
strengthened  rules  of  a  Uruguay  Round  agreement  that  will  apply 
to  all  of  our  trading  partners. 

The  Uruguay  Round  is  the  right  agreement  at  the  right  time  for 
the  United  States.   It  will  create  hundreds  of  thousands  of  high- 
wage,  high-skill  jobs  here  at  home.  Economists  estimate  that  the 
increased  trade  will  pump  between  $100  and  $200  billion  into  the 
U.S.  economy  every  year  after  the  Round  is  fully  implemented. 

This  historic  agreement  will: 

•  cut  foreign  tariffs  on  manufactured  products  by  over  one 
third,  the  largest  reduction  in  history; 

•  improve  the  protection  for  intellectual  property  of  U.S. 
entrepreneurs  in  industries  such  as  pharmaceuticals, 
entertainment  and  software  from  piracy  in  world  markets; 
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•  ensure  open  foreign  markets  for  U.S.  exporters  of  services 
such  as  accounting,  advertising,  computer  services,  tourism, 
engineering  and  construction; 

•  greatly  expand  export  opportunities  for  U.S.  agricultural 
products  by  reducing  use  of  export  subsidies  and  by  limiting 
the  ability  of  foreign  governments  to  block  exports  through 
tariffs,  quotas,  subsidies,  and  a  variety  of  other  domestic 
policies  and  regulations; 

•  assure  that  developing  countries  live  by  the  same  trade 
rules  as  developed  countries  and  that  there  will  be  no  free 
riders ; 

•  create  an  effective  set  of  rules  for  the  prompt  settlement 
of  disputes,  thus  eliminating  shortcomings  in  the  current 
system  which  allowed  countries  to  drag  out  the  process  and 
to  block  judgments  they  did  not  like;  and 

•  open  a  dialogue  on  trade  and  environment . 
This  agreement  will  not: 

•  impair  the  effective  enforcement  of  U.S.  laws; 

•  limit  the  ability  of  the  United  States  to  set  its  own 
environmental  or  health  standards;  or 

•  erode  the  sovereignty  of  the  United  States  to  pass  its  own 
laws  . 

The  Uruguay  Round  agreement  will  create  a  new  organization  --  the 
World  Trade  Organization  --  that  will  support  a  fair  global 
trading  system  into  the  next  century  and  replace  the  General 
Agreement  on  Tariffs  and  Trade  (GATT) . 

Some  have  expressed  concern  that  the  Uruguay  Round  results  mean 
the  loss  of  Section  301.   That  is  simply  not  an  accurate 
analysis.   I  have  pledged  that  we  will  open  markets 
multilaterally  where  possible  and  bilaterally  where  necessary. 
As  a  result  of  the  Round  we  have  made  Section  301  a  more 
effective  tool  in  the  multilateral  context.   We  have  improved 
existing  trade  rules,  extended  the  rules  to  cover  new  areas  of 
trade,  and  strengthened  the  procedures  to  enforce  the  rules.   In 
other  words,  we  will  be  able  to  use  Section  301  to  ensure  that 
the  multilateral  rules  are  observed.   For  issues  not  covered  by 
the  new  rules  and  for  countries  not  members  of  the  WTO,  there 
will  be  no  change  in  the  way  we  resolve  disputes;  we  will 
continue  to  use  Section  301  bilaterally.   In  addition,  we  will 
not  shrink  from  using  Title  VII  to  combat  unfair  trade. 

Notwithstanding  tremendous  international  pressure  to  weaken 
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antidumping  and  countervailing  duty  laws  in  the  Uruguay  Round,  we 
were  able  to  preserve  the  important  elements  of  U.S.  practice. 
These  laws  will  continue  to  be  our  most  important  and  most 
effective  response  to  dumping  and  subsidies  that  injure  U.S. 
industries . 

As  in  the  past,  we  will  identify  those  trade  barriers  that  have 
the  most  significant  impact  on  our  exporters  of  goods  and 
services  and  develop  a  strategy  for  addressing  them.   We  intend 
to  work  closely  with  Congress  in  implementing  how  we  go  after 
foreign  trade  barriers  in  both  the  bilateral  and  multilateral 
context.   We  are  confident  we  have  no  shortage  of  tools. 

While  the  world  has  benefitted  enormously  from  the  reduction  of 
trade  barriers  and  expansion  of  trade  made  possible  by  the  GATT, 
the  GATT  rules  were  increasingly  out  of  step  with  the  real  world. 
They  did  not  cover  many  areas  of  trade  such  as  intellectual 
property  and  services;  they  did  not  provide  meaningful  rules  for 
important  aspects  of  trade  such  as  agriculture;  and  they  did  not 
bring  about  the  prompt  settlement  of  disputes.   The  old  GATT 
rules  also  created  unequal  obligations  among  different  countries, 
despite  the  fact  that  many  of  the  countries  that  were  allowed  to 
keep  their  markets  relatively  closed  were  among  the  greatest 
beneficiaries  of  the  system. 

The  Agreement  Establishing  the  World  Trade  Organization  (WTO) 
encompasses  the  current  GATT  structure  and  extends  it  to  new 
disciplines  that  have  not  been  adequately  covered  in  the  past. 
The  new  organization  will  be  more  credible  and  predictable  and 
thus  benefit  U.S.  trade  interests. 

The  WTO  will  help  to  resolve  the  "free  rider"  problem  in  the 
world  trading  system.   The  WTO  system  is  available  only  to 
countries  that  are  contracting  parties  to  the  GATT,  agree  to 
adhere  to  all  of  the  Uruguay  Round  agreements,  and  submit 
schedules  of  market  access  commitments  for  industrial  goods, 
agricultural  goods  and  services.   This  will  eliminate  the 
shortcomings  of  the  current  system  in  which,  for  example,  only  a 
handful  of  countries  have  voluntarily  adhered  to  disciplines  on 
subsidies  under  the  1979  Tokyo  Round  agreement. 

The  WTO  Agreement  establishes  a  number  of  institutional  rules 
that  will  be  applied  to  all  of  the  Uruguay  Round  agreements.   We 
do  not  expect  that  the  organization  will  be  different  in 
character  from  that  of  the  existing  GATT  and  its   Secretariat, 
however,  nor  is  the  WTO  expected  to  be  a  larger,  more  costly, 
organization . 

The  WTO  will  also  require  developing  countries  --an  increasingly 
important  area  of  U.S.  trade  --  to  follow  the  same  rules  as 
everyone  else  after  a  transition  period.   They  will  no  longer 
enjoy  the  fruits  of  trade,  without  accepting  responsibility  and 
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opening  their  own  markets.  The  WTO  will  have  a  strengthened 
dispute  settlement  system,  but  will  allow  us  to  maintain  our 
trade  laws  and  sovereignty. 

The  Dispute  Settlement  Understanding  (DST)  creates  new  procedures 
for  settlement  of  disputes  arising  under  any  of  the  Uruguay  Round 
agreements.   The  new  system  is  a  significant  improvement  on  the 
existing  practice.   In  short,  it  will  work  and  it  will  work  fast. 

The  process  will  be  subject  to  strict  time  limits  for  each  step. 
There  is  a  guaranteed  right  to  a  panel.   Panel  reports  will  be 
adopted  unless  there  is  a  consensus  to  reject  the  report  and  a 
country  can  request  appellate  review  of  the  legal  aspects  of  a 
report .  The  dispute  settlement  process  can  be  completed  within  16 
months  from  the  request  for  consultations  even  if  there  is  an 
appeal.   Public  access  to  information  about  disputes  is  also 
increased. 

After  a  panel  report  is  adopted,  there  will  be  time  limits  on 
when  a  Member  must  bring  its  laws,  regulations  or  practice  into 
conformity  with  panel  rulings  and  recommendations,  and  there  will 
be  authorization  of  retaliation  in  the  event  that  a  Member  has 
not  brought  its  laws  into  conformity  with  its  obligations  within 
that  set  period  of  time. 

The  automatic  nature  of  the  new  procedures  will  vastly  improve 
the  enforcement  of  the  substantive  provisions  in  each  of  the 
agreements.   Members  will  not  be  able  to  block  the  adoption  of 
panel  reports.   Members  will  have  to  implement  obligations 
promptly  and  the  United  States  will  be  able  to  take  trade  action 
if  Members  fail  to  act  or  obtain  compensation.   Trade  action  can 
consist  of  increases  in  bound  tariffs  or  other  actions  and 
increases  in  tariffs  may  be  authorized  even  if  there  is  a 
violation  of  the  TRIPS  or  Services  agreements. 

The  DST  includes  improvements  in  providing  access  to  information 
in  the  dispute  settlement  process.   Parties  to  a  dispute  must 
provide  non-confidential  summaries  of  their  panel  submissions 
that  can  be  given  to  the  public.   In  addition,  a  Member  can 
disclose  its  submissions  and  positions  to  the  public  at  any  time 
that  it  chooses.   Panels  are  also  expressly  authorized  to  form 
expert  review  groups  to  provide  advice  on  scientific  or  other 
technical  issues  of  fact  which  should  improve  the  quality  of 
decisions . 

The  WTO  plays  to  the  strengths  of  our  economy.   For  example: 

Market  Access.   The  WTO  will  reduce  to  Japan  industrial  tariffs 
by  over  one  third.   On  exports  from  the  U.S.  and  the  European 
Community,  the  reduction  is  over  50  percent.   In  an  economy 
increasingly  reliant  on  trade  opening  markets  abroad  is 
absolutely  essential  to  our  ability  to  create  jobs  and  foster 


64 

economic  growth  here  at  home.   Our  nation's  workers  are  the  most 
productive  in  the  world  and  reduced  tariffs  will  enable  these 
workers  to  compete  on  a  more  level  playing  field. 

Agriculture.   U.S.  farmers  are  the  envy  of  the  world,  but  too 
often  they  were  not  able  to  sell  the  products  of  their  hard  labor 
abroad,  because  the  old  GATT  rules  did  not  effectively  limit 
agricultural  trade  barriers.   Many  countries  have  kept  our 
farmers  out  of  global  markets  by  limiting  imports  and  subsidizing 
exports.   These  same  policies  have  raised  prices  for  consumers 
around  the  world. 

The  Uruguay  Round  agreements  will  reform  policies  that  distort 
the  world  agricultural  market  and  international  trade  in  farm 
products.   By  curbing  policies  that  distort  trade,  in  particular 
export  subsidies,  the  World  Trade  Organization  will  open  up  new 
trade  opportunities  for  efficient  and  competitive  agricultural 
producers  like  the  United  States. 

Services.   The  WTO  will  extend  fair  trade  rules  to  a  sector  that 
encompasses  60%  of  our  economy  and  70%  of  our  jobs:  services. 
Uruguay  Round  participants  agreed  to  new  rules  affecting  around 
eighty  areas  of  the  economy  such  as  advertising,  law,  accounting, 
information  and  computer  services,  environmental  services, 
engineering  and  tourism.   When  a  company  makes  a  product,  it 
needs  financing,  advertising,  insurance,  computer  software,  and 
so  forth.   Competition  for  these  services  is  now  global.   We  lead 
the  world  in  this  sector  with  nearly  $180  billion  in  exports 
annually.   The  WTO  will  implement  new  rules  on  trade  in  services, 
which  will  ensure  our  companies  and  workers  can  compete  fairly  in 
the  global  market.   While  in  certain  key  areas,  such  as 
telecommunications  and  financial  services,  the  U.S.  did  not 
obtain  the  kind  of  market  access  commitments  we  were  seeking,  we 
kept  our  leverage  by  refusing  to  grant  MFN  treatment  to  our 
trading  partners.  Currently,  we  are  continuing  negotiations  and 
MFN  treatment  will  be  held  in  abeyance  until  the  end  of  this 
negotiating  period. 

Intellectual  Property.   Creativity  and  innovation  is  one  of 
America's  greatest  strengths.   American  films,  music,  software 
and  medical  advances  are  prized  around  the  globe.   The  jobs  of 
thousands  of  workers  here  in  this  country  are  dependent  on  the 
ability  to  sell  these  products  abroad.   Royalties  from  patents, 
copyrights,  and  trademarks  are  a  growing  source  of  foreign 
earnings  to  the  U.S.  economy. 

The  World  Trade  Organization  will  administer  international  rules 
to  protect  Americans  from  the  global  counterfeiting  of  their 
creations  and  innovations.   These  are  the  areas  which  represent 
some  of  the  most  important  U.S.  industries  of  the  future. 
Stemming  the  tide  of  counterfeiting  works  to  protect  U.S. 
companies  and  workers,  particularly  as  U.S.  exports  of 
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intellectual  property  goods  increase  annually. 

For  example,  our  semiconductor  industry  is  a  driving  force  for 
U.S.  technology  advances  and  competitiveness.   These  products 
affect  nearly  every  aspect  of  our  lives  and  are  incorporated  in 
many  of  the  goods  traded  internationally. 

The  TRIPS  agreement  is  the  first  international  agreement  that 
places  stringent  limits  on  the  grant  of  patent  compulsory 
licenses  for  this  critical  technology.   Under  trips,  this 
industry's  patents  covering  semiconductor  technology  and 
semiconductor  layout  designs  can  not  be  used  for  commercial 
purposes  without  the  permission  of  the  patent  or  design  owner. 

In  short,  the  Uruguay  Round  agreements  set  the  stage  for  free  and 
fair  trade  in  the  world,  and  global  prosperity  and  partnership  at 
the  end  of  this  century  and  into  the  next. 

NAFTA  Implementation 

The  NAFTA  came  into  effect  on  January  1.   Mexico  now  accords 
about  50%  of  U.S.  exports  duty-free  treatment.   Remaining  Mexican 
tariffs  on  U.S.  industrial  goods  will  be  phased  out  over  ten 
years . 

It  is  too  early  to  see  changes  in  trade  patterns  as  a  result  of 
the  NAFTA.   But  there  is  strong  anecdotal  evidence  that  NAFTA 
will  have  a  positive  effect.   Already,  Zenith's  sales  of  U.S.- 
made  TV  picture  tubes,  which  benefit  from  NAFTA  rules  of  origin, 
have  jumped  dramatically,  and  Zenith  has  hired  300  new  workers  at 
its  Illinois  picture  tube  plant.   And  Chrysler  has  produced  the 
first  Cherokees  for  export  to  Mexico  at  its  Toledo,  Ohio, 
assembly  plant,  to  take  advantage  of  NAFTA' s  opening  the  Mexican 
market  for  fully  assembled  vehicles.   We  expect  to  hear  similar 
stories  in  the  months  ahead. 

My  colleagues  are  working  hard  to  get  the  commissions  on  labor 
and  environment  up  and  running.   Secretary  Reich  and 
Administrator  Browner  will  be  meeting  with  their  counterparts  in 
March.   These  commissions  are  an  important  first  for  a  trade 
agreement,  and  represent  a  significant  recognition  of  the 
important  relationship  of  trade  issues  to  labor  and  environmental 
issues . 

Japan 

Mr.  Chairman,  let  me  now  bring  you  up  to  date  on  the  status  of 
our  negotiations  with  Japan.  As  you  are  well  aware,  Japan  is  our 
second  largest  trading  partner  and  the  second  largest  economy  in 
the  world.  But  too  much  of  that  trade  is  one-way.  As  the 
President  said  the  other  day,  the  people  of  this  country  simply 
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cannot  understand  why  the  United  States  has  a  $60  billion  trade 
deficit  with  Japan;  why  U.S.  products  which  are  popular  and 
competitive  around  the  globe  are  kept  from  entering  Japan. 
Repairing  this  bilateral  trade  relationship  is  a  key  priority  of 
the  Clinton  Administration. 

Despite  some  progress  over  the  past  decade,  a  maze  of  regulations 
and  barriers,  many  of  which  are  completely  non- transparent ,  still 
limit  U.S.  exports  to  Japan.  That  situation  has  long  been 
intolerable,  and  certainly  other  administrations  have  tried  to 
fix  it.  Indeed,  it  seems  like  we  have  had  an  annual  minuet  with 
the  Japanese  for  the  last  twenty  years:  we  would  reach  agreement 
after  agreement  that  sounded  good,  but  little  changed  and  Japan's 
trade  surpluses  kept  growing. 

Last  July  in  Tokyo,  we  created  a  framework  for  negotiations  with 
Japan  to  open  their  market  and  rectify  the  asymmetrical  trade 
relationship  Japan  has  with  us  and  the  world.  We  agreed  to  seek 
agreements  containing  "objective  criteria"  that  would  result  in 
"tangible  progress." 

This  administration  has  said  from  the  beginning  that  it  is  better 
to  reach  no  agreements  than  bad  agreements  that  would  merely 
paper  over  our  differences  and  not  bring  concrete  measurable 
results.  Around  4:30  in  the  morning  of  February  11th,  it  became 
clear  that  there  was  no  possibility  that  we  would  be  able  to 
reach  agreement  with  Japan. 

This  has  never  happened  before  in  our  relationship  with  Japan. 
Previous  administrations  often  papered  over  the  differences.  Both 
sides  went  away  feeling  good,  business  goes  on  as  usual,  and  then 
6  months  or  a  year  later,  we  discover  that  nothing  happened,  and 
the  cycle  of  bitterness  and  recrimination  continues. 

Our  job  is  to  create  jobs  and  economic  opportunities  for  American 
workers  and  open  markets  throughout  the  world  is  critical  for 
that  to  happen. 

Let  me  stress  that  our  bilateral  relationship  with  Japan  remains 
strong.  Japan  is  a  key  ally,  and  while  we  have  problems  in  the 
economic  part  of  that  relationship,  the  rest  of  the  relationship 
is  healthy. 

In  fact,  this  dispute  can  be  seen  as  a  significant  maturing  of 
our  relationship.  For  the  first  time,  both  sides  are  openly  and 
honestly  admitting  the  differences  between  us.  We  are  no  longer 
willing  to  look  the  other  way  when  key  American  economic 
interests  are  at  stake.  We  will  no  longer  tolerate  Japanese 
barriers  to  U.S.  exports. 

Our  negotiations  ended  three  weeks  ago.  We  are  now  assessing  all 
options  to  determine  how  to  open  Japan's  markets. 
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Cellular  Agreement  Violation 

A  few  days  after  the  breakdown  of  the  framework  negotiations,  the 
administration  took  action  in  a  long-standing  case  that  clearly 
demonstrates  how  the  Japanese  market  remains  closed  to  American 
businesses.  Although  this  case  was  not  associated  with  the 
unsuccessful  framework  negotiations,  our  decision  to  take  action 
in  this  case  shows  our  resolve  in  using  all  measures  to  open  the 
Japanese  market. 

The  United  States  Government  decided  on  December  2,  1993  to  make 
a  decision  by  February  15,  1994  as  to  whether  Japan  was  in 
compliance  with  the  1989  Third  Party  Radio  and  Cellular 
Agreement . 

On  that  date,  I  determined  that  Japan  had  violated  the  1989 
agreement  by  failing  to  provide  comparable  market  access  to 
Japan's  cellular  telephone  and  network  equipment  market.   We  have 
been  pursuing  access  to  this  market  since  1985.   Two  trade 
agreements,  another  commercial  agreement,  and  more  than  eight 
years  later,  U.S.  cellular  telephone  systems  remain  effectively 
excluded  from  over  half  the  Japanese  market . 

This  is,  in  many  ways,  a  classic  case  of  the  determination  of 
Japan  to  keep  its  markets  closed,  particularly  to  high  technology 
foreign  products.   There  is  no  doubt  that  Motorola's  cellular 
phones  and  network  equipment  are  among  the  best  in  the  world.   In 
the  part  of  Japan  where  Motorola  has  market  access,  a  system 
using  its  technology  has  achieved  great  success.   That  system  has 
more  than  438,500  subscribers.   But  the  Motorola  system  has  been 
effectively  shut  out  of  the  critical  Tokyo  market,  particularly 
at  a  time  when  Japanese  manufacturers  were  trying  to  develop 
products  competitive  with  Motorola's.   In  fact,  the  system  using 
Motorola  technology  in  the  Tokyo  market  has  only  12,800 
subscribers.   Clearly,  Motorola  has  lost  hundreds  of  millions  of 
dollars  in  sales  opportunities. 

In  an  agreement  embodied  in  a  series  of  letters  between  1985  and 
1987,  the  Government  of  Japan  committed  to  a  series  of  steps  to 
open  the  Japanese  market  to  foreign  telecommunications  goods  and 
services  and  to  reduce  regulation  in  that  market.  Despite  this 
agreement.  Motorola  was  shut  out  of  the  Tokyo/Nagoya  market.  As  a 
result,  in  April  1989,  USTR  found  Japan  in  violation  of  its 
obligations  under  that  agreement  under  Section  1377,  published  a 
preliminary  retaliation  list  for  public  comment,  and  held  a 
public  hearing. 

Just  prior  to  the  deadline  for  imposition  of  sanctions,  Japan 
agreed,  in  the  1989  Third  Party  Radio  and  Cellular  Telephone 
Agreement,  the  agreement  I  cited  on  February  15,  to  take  specific 
measures  to  allow  comparable  market  access.   In  the  agreement, 
Japan  designated,  by  name,  a  cellular  telephone  operator  to 
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install  the  Motorola  system.   By  doing  so,  Japan  also  assumed  the 
responsibility  of  ensuring  that  the  operator  performed.   That 
operator,  as  an  agent  of  the  Government  of  Japan,  reiterated  in  a 
1992  letter  its  commitment  to  build  the  system.   Notwithstanding 
that  agreement  and  the  prior  two  trade  agreements,  the  system, 
only  after  considerable  U.S.  Government  involvement,  does  not  yet 
cover  even  4  0%  of  the  Tokyo  region.   Comparable  market  access  has 
not  been  achieved.  As  I've  noted,  this  is  a  clear  violation  of 
the  1989  agreement. 

We  plan,  by  March  17th,  to  announce  for  public  comment  a  list  of 
proposed  trade  actions. 


China 

China's  market  is  the  second  fastest  growing  in  the  world  and 
there  are  significant  opportunities  for  U.S.  companies. 

Yet,  because  of  onerous  trade  barriers,  our  manufacturers, 
farmers,  and  exporters  have  not  been  able  to  take  full  advantage 
of  China's  growth  and  our  trade  deficit  has  been  growing  at  a 
rapid  rate,  reaching  $23  billion  in  1993.  Eliminating  trade 
barriers  in  China  and  opening  its  market  is  a  major  priority  for 
this  administration. 

The  Chinese  have  committed  to  a  significant  opening  of  their 
market  and  liberalizing  their  import  regime  in  the  memorandum  of 
understanding  on  market  access.  Our  trade  with  China  must  become 
a  two-way  street  and  it  is  essential  that  the  Chinese  fully 
implement  their  agreement  with  us  so  that  American  companies 
receive  comparable  access  to  China's  market. 

Although  some  problems  remain,  China  is  in  overall  compliance 
with  the  agreement.  In  meeting  the  December  31,  1993  deadline  for 
certain  actions,  China  took  important  steps  to  increase 
transparency  and  to  open  its  market  to  U.S.  industrial  goods. 

Specifically,  China  eliminated  on  schedule  import  restriction  on 
258  items  by  HTS 'tariff  line,  and  removed  171  machinery  and 
electronics  items  from  import  "controls"  --  many  ahead  of 
schedule.  China  has  also  streamlined  its  import  approval  process 
--  including  greatly  simplifying  the  process  for  machinery  and 
electronics  products. 

But  some  areas  are  still  to  be  resolved.  China  has  not  met 
deadlines  for  ensuring  that  its  sanitary  and  phytosanitary 
standards  are  based  on  scientific  justifications  --  and  USTR  and 
USDA  negotiators  are  now  holding  discussions  with  the  Chinese.  In 
addition,  we  have  informed  the  Chinese  that  we  expect  significant 
liberalization  of  quantitative  restrictions  in  1994  on  the 
remaining  products  on  the  annex  to  the  Agreement  that  are  of  key 
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interest  to  U.S.  exporters. 

We  are  monitoring  China's  compliance  with  this  agreement  under 
section  306  of  the  1974  Trade  Act.  This  gives  us  the  flexibility 
to  move  to  immediate  retaliation  if  we  believe  the  Chinese  are  in 
violation  of  the  agreement. 

As  I  said,  there  are  significant  opportunities  for  U.S.  companies 
in  China's  growing  market.  Traditionally,  our  trade  with  China 
has  been  agricultural  products  such  as  wheat,  fertilizer,  and 
wood  products.  I  expect  China's  market  for  agricultural  products 
to  grow  rapidly  over  the  next  few  years  as  the  Chinese  lift 
restrictions  on  a  broad  range  of  agricultural  products  in  markets 
typically  heavily  protected. 

Yet  the  composition  of  our  trade  is  changing  in  reflection  of  the 
growing  sophistication  of  China's  own  market.  The  Chinese  are 
buying  more  high-tech  products,  largely  in  industries  where  we 
have  a  competitive  advantage:  electronics,  machinery, 
telecommunications  equipment,  medical  technology,  oilfield  and 
gas  machinery,  and  auto  parts.  Last  year,  aircraft  and  parts  were 
our  largest  export,  followed  by  computers  and  power  generation 
equipment . 

At  the  same  time,  the  Clinton  Administration  remains  very 
concerned  about  China's  record  on  human  rights.  That  is  why  the 
President  decided  last  year  to  link  extension  of  Most  Favored 
Nation  status  to  specific  conditions  on  human  rights,  while 
making  use  of  other  tools  available  to  us  in  the  areas  of  trade 
and  non-proliferation.  The  standards  set  by  the  President  on 
human  rights  must  be  met  for  MFN  to  be  extended  for  another  year. 

Intellectual  Property  Rights 

Another  area  of  concern  £or  us  is  the  protection  of  intellectual 
property  in  China.  China  has  changed  its  laws  and  issued 
regulations  in  accordance  with  the  Intellectual  Property  Rights 
Memorandum  of  Understanding,  signed  in  January  1992.  Enforcement 
of  these  laws  and  regulations,  however,  is  virtually  non- 
existent . 

There  are  many  examples  of  IPR  piracy  in  China,  but  perhaps  the 
most  egregious  is  infringement  on  a  mass  scale  of  foreign  CDs  and 
laser  disks.  There  are  26  factories  in  the  south  of  China  with  a 
production  capacity  of  over  50  million  CDs   --  in  a  domestic 
market  of  roughly  2  million  --  and  they  are  already  beginning  to 
flood  southeast  Asia  with  their  pirated  products. 

Last  week  we  began  negotiations  with  the  Chinese  on  the  creation 
of  an  effective  enforcement  system.  China  must  take  effective 
measures  to  protect  U.S.  and  other  foreign  intellectual  property. 
If  not,  USTR  will  elevate  China  to  Priority  Foreign  Country 
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status  in  April  and  commence  a  Special  301  investigation  shortly 
thereafter. 


Conclusion 

As  we  move  forward  on  all  of  these  issues,  we  should  not  lose 
sight  of  what  is  at  stake.  Our  goal  in  all  of  these  efforts  is 
the  same:  to  lay  the  foundation  for  prosperity  for  the  years 
ahead  and  into  the  next  century. 

When  I  was  young,  everyone  assumed  we  would  do  better  than  our 
parents,  and  our  children  would  do  better  than  us.  We  are  finally 
restoring  that  sense  of  confidence  in  our  future,  by  realizing 
that  to  make  our  nation  a  better  place  for  our  children  we  must 
be  engaged  in  the  world.  We  must  assume  the  responsibilities  of 
leadership  in  the  global  community.  We  must,  as  the  President 
said  in  his  speech  at  American  University,  put  "the  American 
people  first  without  withdrawing  from  the  world  and  people  beyond 
our  borders . " 

Trade  is  not  abstract.   Our  success  --or  failure  --  in  opening 
markets,  and  creating  new  opportunities  will  be  felt  at  the 
workplace,  and  in  people's  homes. 

Our  success  will  be  felt  by  the  worker  on  the  assembly  line, 
building  telecommunications  equipment  for  China  or  Mexico.  It 
will  be  felt  by  the  worker  producing  medicine  and  medical 
equipment  for  countries  around  the  globe.  It  will  be  felt  by  the 
farmer,  who  is  at  last  able  to  sell  rice  in  Japan. 

It  is  felt  by  the  software  engineer,  who  can  feel  his  or  her 
computer  programs  are  protected  from  piracy  with  strengthened 
intellectual  property  rules. 

And  our  success  will  be  felt  by  the  millions  of  workers  in  jobs 
not  directly  related  to  trade,  but  dependent  on  it  anyway  --  in 
retailing,  insurance,  or  construction. 

The  President  put  it  best  in  his  speech  at  American  University. 
"The  truth  of  our  age  is  this  and  must  be  this:  open  and 
competitive  commerce  will  enrich  us  as  a  nation.  It  spurs  us  to 
innovate.  It  forces  us  to  compete.  It  connects  us  with  new 
customers.  It  promotes  global  growth  without  which  no  rich 
country  can  hope  to  grow  wealthier." 

Last  year,  President  Clinton  challenged  us.  "In  the  face  of  all 
the  pressures  to  do  the  reverse,"  he  said,  "we  must  compete  not 
retreat . " 

We  are  meeting  that  challenge  --by  facing  up  to  our  problems 
here  at  home,  and  competing  abroad. 
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PREPARED  STATEMENT  OF  THE  HON.  GARY  L.  ACKERMAN 

Thank  you,  Mr.  Chairman.  Good  morning,  Mr.  Ambassador.  It  is 
good  to  see  you  again.  Given  all  that  has  transpired  regarding 
U.S.  trade  policy  since  you  have  become  the  U.S.  Trade 
Representative,  we  are  pleased  to  have  you  appear  before  the 
Committee. 

As  you  know,  our  trade  relations  with  many  countries  have 
greatly  improved  over  the  past  two  years.  However,  there  are  also 
countries  with  which  our  relationships  have  deteriorated.  As 
Chairman  of  the  Subcommittee  on  Asia  and  the  Pacific,  I  have 
focused  particular  attention  on  countries  in  that  region. 

For  example,  I  believe  the  APEC  leaders  meeting  in  Seattle  was 
successful  and  led  to  a  sense  of  understanding  and  unity  among  a 
majority  of  the  members  present.  I  think  that  we  should  continue 
to  work  with  APEC  in  order  to  further  enhance  cooperation  and 
strengthen  the  organization.  Even  though  there  are  disagreements 
among  the  members  on  how  best  to  pursue  APEC's  goal  of  regional 
integration  and  trade  liberalization,  I  am  hopeful  that  progress 
can  be  achieved.  I  was  pleased  to  hear  President  Clinton's  call 
for  focusing  U.S.  foreign  policy  attention  on  Asia,  in  the  wake  of 
the  1993  APEC  meeting. 

As  for  our  larger  trading  partners  such  as  Japan  and  China,  we 
have  serious  problems  that  must  be  addressed.  Our  relationship 
with  Japan  is  at  a  crossroads  and  we  must  hold  firm  on  our  position 
in  regard  to  the  "framework"  talks.  It  is  imperative  and  long 
overdue  that  we  insist  on  measures  to  ensure  removal  of  barriers  to 
obtain  equal  market  access,  and  reduction  in  our  $60  billion  dollar 
trade  imbalance  with  Japan. 

Our  trade  relationship  with  China  has  also  been  cause  for 
concern.  In  October  1992,  after  long  and  arduous  negotiations,  the 
U.S.  and  China  signed  a  landmark  agreement  on  removing  barriers  to 
market  access  for  U.S.  companies  in  China.  In  addition,  pursuant 
to  the  "Special  301"  section  of  U.S.  trade  law,  the  U.S  and  China 
signed  a  memorandum  of  understanding  in  January  1992  in  which  China 
agreed  to  take  significant  steps  towards  improving  protection  of 
copyright,  patent  and  trademark  rights,  violations  of  which  had 
been  costing  U.S.  companies  hundreds  of  millions  of  dollars  a  year 
in  lost  revenues.  Although  these  and  other  agreements  have  been 
implemented,  we  still  face  a  $23  billion  trade  deficit  with  China, 
the  second  largest  U.S.  bilateral  trade  imbalance  after  Japan.  Due 
to  the  increasing  high  demand  for  Chinese  products,  it  is  likely 
that  the  U.S.  trade  deficit  with  China  will  continue  to  rise  in  the 
years  ahead  and  we  must  address  this  problem  now. 

I  would  like  to  personally  commend  Ambassador  Kantor  for  his 
outstanding  performance  in  his  role  as  our  key  trade  negotiator. 
His  tireless  efforts  and  commitment  to  ensure  fair  trading 
practices  with  our  trading  partners  are  duly  noted  and  appreciated 
by  all  of  us. 

We  look  forward  to  hearing  your  remarks  on  the  status  of  U.S. 
trade  policy  and  again,  thank  you  for  being  here  today. 
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